CORNELL   UNIVERSITY  LIBRARY 


924  074  090  329 


Cornell  University 
Library 


The  original  of  this  book  is  in 
the  Cornell  University  Library. 

There  are  no  known  copyright  restrictions  in 
the  United  States  on  the  use  of  the  text. 


http://www.archive.org/cletails/cu31924074090329 


61sT  Congress!  cTTMaTTr  /Document 

2d  Session     ]  SENATE  |   ^^   ggg 


NATIONAL  MONETARY  COMMISSION 


THE  USE  OF 

CREDIT  INSTRUMENTS 

IN  PAYMENTS  IN  THE 
UNITED  STATES 


REPORT  COMPILED  BY 

DAVID  KINLEY,  Ph.D.,LL.  D. 

University  of  Illinois 


Washing^ton  :  Government  Printing  OflBce  :  1910 


NATIONAL  MONETARY  SYSTEM. 


Nelson  W.  At^DRlCH,  Rhode  Island,  Chairman. 
Edward  B.  Vrbbland,  New  York,  Vice-Chairnuin, 


JD1.IUS  C.  BtiKROWS,  Michigan. 
SuGSNS  Hals,  Maine. 
Philandbr  C.  Kkox,  Pennsylvania, 
f  HBODORS  B.  Burton,  Ohio. 
John  W.  Danibl,  Virginia. 
Hbnry  M.  Tsllbr,  Colorado. 
HSRNANDO  D.  M0N8V,  Mississippi. 
Joseph  W.  Bailey,  Texas. 


Jesse  OvErstrbei*,  Indiana, 
John  W.  Weeks,  Massachusetts. 
Robert  W.  Bonynge,  Colorado. 
Sylvester  C.  Smith,  California. 
Lemuel  P.  Padgett,  Tennessee. 
Georgb  F.  Burgess,  Texas. 
Ars&ne  p.  Pujo,  Louisiana. 
Arthur  B.  Shblton,  Secretary. 


A.  Piatt  Andrew,  Special  Assistant  to  Commission. 


(^3^/33 


CONTENTS. 


Page. 

Purposes  of  the  inquiry i 

Methods  of  inquiry 5 

The  clearing-house  method 6 

The  bank-deposit  method _  8 

Method  of  getting  information  direct  from  merchants 11 

History  of  inquiries  previously  made 11 

English  investigations — 

The  Slater  inquiry 12 

The  Babbage  inquiry 13 

The  Palgrave  inquiry 13 

The  Lubbock  inquiry 15 

The  Martin  inquiry 16 

ThePownall  inquiry 17 

Criticism  of  English  inquiries 18 

American  investigations — 

The  Garfield  inquiry : 20 

The  inquiry  of  i88i _,  20 

The  inquiry  of  1890 ■ 23 

The  inquiry  of  1892 24 

The  inquiry  of  1894 26 

The  inquiry  of  1896 28 

Criticism  of  these  American  inquiries 30 

The  present  inquiry : 

The  letter  of  inquiry 31 

Form  of  blank  for  reply,  with  explanations 33 

General  discussion  of  the  statistics __  38 

The  day  selected 40 

General  criticisin  of  the  replies . 42 

Table  showing  number  of  replies  received  and  rejected 47 

Classes  of  banks  reporting 50 

Classes  of  business  and  customs  as  to  methods  of  payment 53 

The  retail  returns — 

Table  of  retail  deposits  in  banks  by  classes  of  banks  and 

States 58 

Table  of  aggregate  retail  deposits  by  sta:tes- 66 

Table  of  aggregate  retail  deposits  by  banks 68 


National    M on  et ary     Commission 

The  present  inquiry — Continued. 
The  retail  returns — Continued. 

Discussion  of  tables —  Page. 

Retail  deposits  of  national  banks 69 

Retail  deposits  of  state  banks 69 

Retail  deposits  of  private  banks 70 

Retail  deposits  of  loan  and  trust  companies 71 

Retail  deposits  of  stock  savings  banks 72 

Retail  deposits  of  mutual  savings  banks 73 

Aggregate  retail  deposits 73 

Allowances  and  corrections — 

Banks  not  heard  from ,  75 

Allowances  for  possible  excess  of  checks 78 

Ignorance  of  business  of  depositors 81 

Retail  returns  by  geographical  divisions 82 

Tables  of  retail  deposits  by  geographical  divisions 83 

Checks  in  cities  and  agricultural  districts 86 

Reserve  cities 86 

Tables  of  retail  deposits  in  banks  in  representative 

reserve  cities 88 

Country  without  these  reserve  cities 92 

Table  of  retail  deposits  in  certain  states  in  cities  of 

less  than  25 ,000  inhabitants 94 

Returns  from  industrial  centers 95 

Evidence  of  pay  rolls 96 

Tables  of  reported  average  pay  rolls  in  cash  and 

checks,  with  discussion  of  same 96 

Returns  from  merchants — 

In  previous  inquiries 105 

In  present  inquiry 109 

What  the  deposits  show ug 

Estimates  from  expenditure  and  population 117 

The  wholesale  returns 122 

Corrections  for  nonreplying  banks 123 

Table  of  wholesale  deposits  by  classes  of  banks  and  States.  1 24 

Table  of  aggregate  wholesale  deposits  by  States 131 

Table  of  aggregate  wholesale  deposits  by  banks 133 

Discussion  of  tables — 

Wholesale  deposits  of  the  national  banks 134 

Wholesale  deposits  of  the  State  banks 134 

Wholesale  deposits  of  the  private  banks 135 

Wholesale  deposits  of  loan  and  trust  companies 136 

Wholesale  deposits  of  savings  banks 136 

Aggregate  wholesale  deposits 136 


The     Use    of    Credit    Instruments 

The  present  inquiry — Continued.  Page. 
Returns  of  wholesale  deposits  in  certain  reserve  cities  and  by 

geographical  divisions 137 

Reserve  cities:  Wholesale  deposits  of  national  banks 137 

Wholesale  deposits  of  state  and  other  banks 138 

Reserve  cities:  Aggregate  wholesale  deposits 138 

Tables  of  wholesale  deposits  of  banks  at  representative 

reserve  cities 139 

Wholesale  deposits  by  geographical  divisions 144 

Conclusion  as  to  wholesale  deposits 148 

Wholesale  deposits  for  certain  States,  less  those  in  cities  of 

over  25,000  inhabitants    . 149 

The  "all  others"  class  of  deposits 150 

Allowances  and  corrections  in  "  all  other  "  class 151 

Returns  of  "  all  other ' '  depositors  in  national  banks 154 

"All  other"  returns  of  state  and  private  banks 155 

"All  other"  returns  of  loan  and  trust  companies  and  sav- 
ings banks 156 

Conclusions  as  to  percentage  of  checks  in  "all  other"  de- 
posits    158 

Tables  of  "all  other"  deposits  in  the  various  classes  of 

banks 160 

Tables  of  "all  other"  deposits  in  representative  reserve 

cities 174 

Table  of  aggregate  "all  other"  deposits  in  cities  of  less  than 

25,000  inhabitants 177 

Table  of  "all  other"  deposits  by  geographical  divisions..  177 

Study  of  the  aggregate  figures 180 

Table  of  aggregate  deposits,  by  States 181 

Distribution  of  aggregate  deposits,  by  banks 183 

Aggregate  deposits  of  all  classes  in  reserve  cities 185 

Aggregate  percentage  in  country  deposits 187 

Collateral  evidence  as  to  the  use  of  checks — 

Change  in  small  bills 189 

Evidence  from  the  number  of  bank  accounts 191 

Final  conclusions  as  to  the  average  proportion  of  payments 

made  with  checks,  etc ,196 

Summary  of  results  of  inquiry 199 

The  bearing  of  these  investigations  on  the  monetary  situation 202 

The  amount  of  money  rendered  unnecessary  by  credit  paper-  .  203 
Relation  of  credit  exchanges  and  the  volume  of  money  and 

prices 211 

Our  monetary  circulation 214 

Do  we  need  more  money 217 

Additional  supply  of  circulating  medium 219 

Bibliography 221 

V 


LIST  OF  TABLES. 


Page. 

Table  I. — Number  of  replies  received  and  rejected 47 

Tabi,]J  II. — Retail  deposits  by  classes  of  banks S8 

Table  III.— Aggregate  deposits  of  retail  dealers,  all  banks,  by  States.     66 

Table  IV. — Aggregate  retail  deposits,  by  banks 68 

Table  V. — Retail  deposits  by  geographical  divisions 83 

Table  VI. — ^Retail  deposits  at  representative  reserve  cities,  all  classes 

of  banks 88 

Table  VII. — Retail  deposits  of  banks,  except  those  in  cities  of  more 

than  25,000  population 94 

Table  VIII. — Wage  pay  rolls  for  week  ended  March  13,  1909 96 

Table  IX. — Wholesale  deposits,  by  classes  of  banks 124 

Table  X. — Aggregate  wholesale  deposits  by  States 131 

Table  XI. — Aggregate  wholesale  deposits  by  classes  of  banks 133 

Table  XII.^ — Wholesale  deposits  at  representative  reserve  cities  by 

classes  of  banks 139 

Table  XIII. — Wholesale    deposits    by    geographical    divisions,    by 

classes  of  banks 145 

Table  XlV.^Wholesale  deposits  for   certain  States,  less   those   in 

cities  of  over  25,000  population 149 

Table  XV. — All  other  deposits  by  classes  of  banks 160 

Table  XVI. — Aggregate  all  other  deposits  by  States 169 

Table  XVII. — Aggregate  all  other  deposits  by  banks 171 

Table  XVIII. — All  other  deposits  at  representative  reserve  cities  by 

classes  of  banks 172 

Table  XIX. — Aggregate  all  other  deposits  in  certain  States,  except- 
ing in  places  of  more  than  25,000  population 177 

Table  XX. — Aggregate  all  other  deposits  by  geographical  divisions.   177 

Table  XXI. — Aggregate  deposits  by  States 181 

Table  XXII. — Aggregate  deposits  by  classes  of  banks 184 

Table  XXIII. — Aggregate  of  all  classes  of  deiposits  in  representative 

reserve  cities 186 

Table  XXIV. — Aggregate  deposits  of  banks  of  certain  States,  ex- 
cepting those  in  places  of  more  than  25,000  population 188 

Table  XXV. — Proportion  of  bills  of  different  denominations 190 

Table  XXVI. — Aggregate  individual  and  other  deiposits  and  num- 
ber of  accounts 193 

Dlagrams 220-222 


THE  USE  OF  CREDIT  INSTRUMENTS 
IN  PAYMENTS  IN  THE  UNITED 
STATES. 

Discussions  concerning  the  issue  of  notes  by  banking 
institutions,  which  largely  occupied  the  attention  of 
students  of  finance  and  business  men  in  the  eighteenth 
and  the  first  three  quarters  of  the  nineteenth  centuries, 
have  been  succeeded  by  equally  intense  discussions  of  the 
amount  and  influence  of  credit  deposits  on  the  books  of 
the  banks,  when  drawn  on  by  their  customers  with  checks. 
The  fact  that  the  use  of  checks  against  deposits  renders 
unnecessary  a  large  amount  of  money,  or  currency, 
attracted  attention  early  in  the  history  of  deposit  banking, 
and  efforts  have  been  made  from  time  to  time  to  determine 
the  proportion  of  money,  or  currency,  replaced  with 
checks  and  credit  documents  of  similar  character." 

The  purpose  of  these  inquiries,  of  which  the  investigation 
here  reported  is  the  latest,  is  a  double  one.  It  is  desired, 
in  the  first  place,  to  find  a  basis  for  estimating  the  propor- 
tion of  business  done  by  means  of  credit  paper,  or  the 
volume  of  exchanges  settled  without  the  direct  use  of 
money  or  currency — ^tn  other  words,  the  volume  of  money 
which  credit  instrtunents  enable  the  cotmtry  to  dispense 

"In  this  discussion  the  phrase  "credit  documents"  or  " credit  instru- 
ments "  does  not  include  bank  notes. 
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with,  and,  therefore,  indirectly,  the  volume  of  money 
which  the  coimtry  needs.  The  second  ptu^jose  of  these 
inquiries  is  to  shed  light  on  the  effect  of  credit  exchanges 
on  the  value  of  money,  or  the  price  level. 

In  all  industrial  communities  exchanges  are  made  in 
three  ways:  by  direct  barter;  by  direct  money  payment; 
and  by  indirect  barter,  or  exchanges  wherein,  instead  of 
money,  credit  documents  of  some  kind  are  given,  which 
cancel  one  another  partly  or  wholly,  and  so  render  the  use 
of  money  necessary  only  for  the  settlement  of  balances,  if 
at  all. 

Not  uncommonly  it  is  thought  that  exchange  by  direct 
barter  is  unimportant  in  highly  advanced  communities. 
The  volume  of  products  which  is  put  into  market,  in  any 
country,  is  far  from  being  the  total  volume  of  its  produc- 
tion. A  large  amotmt  of  goods  are  consumed  directly  by 
those  who  produce  them.  These  goods  do  not  enter  at  all 
into  the  market,  and  therefore  have  no  direct  effect  on 
prices  or  on  the  amount  of  money  needed  by  the  country. 
To  be  sure,  they  exercise  a  potential  influence,  because  in 
case  of  a  scarcity  of  supply  in  any  line  much  that  is  ordi- 
narily consumed  by  the  producers  would  be  thrown  upon 
the  market  for  sale.  In  a  way,  therefore,  goods  consumed 
by  their  immediate  producers  constitute  a  barrier  against 
a  sudden  great  advance  of  prices.  This  phenomenon  is 
familiar  enough  to  the  public  in  the  case,  for  example,  of 
wheat.  The  price  on  the  exchanges  and  in  the  market  is 
largely  influenced  by  visible  and  invisible  amounts  not 
yet  offered  for  sale.  Nevertheless,  the  volume  of  goods 
used  directly  by  those  who  produce  them,  exercises,  as 
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already  remarked,  no  important  direct  influence  on  prices. 
This  is  so  whether  the  articles  are  finished  goods  ready  for 
the  so-called  "ultimate  consumer"  or  become  the  raw 
material  of  another  intermediate  producer,  provided,  of 
course,  the  article  is  not  monopolized  by  a  single  producer. 

A  second  portion  of  the  goods  produced  are  sold  for 
money.  Many  portions  of  these  goods  are  doubtless  sold 
many  times  before  they  reach  the  consumer.  The  sale  of 
this  volume  of  goods  constitutes  a  direct  demand  for 
money  to  effect  payment,  the  amount  necessary  for  the 
purpose  depending  not  only  upon  the  average  price,  but 
upon  the  number  of  times  the  goods  change  hands  before 
reaching  the  consumer. 

Still  a  third  volume  of  goods  produced  and  entered  into 
market  are  sold  on  the  basis  of  a  price  established  by  the 
money  exchanges,  but  are  not  paid  for  with  money  in  any 
form.  For  a  large  majority  of  these  purchases  checks  are 
given  either  at  the  time  of  purchase  or  soon  after.  These 
checks  are  deposited  with  the  banks;  by  means  of  book- 
keeping they  are  set  off  against  one  another,  and  the 
balances  only  call  for  money  payment.  Even  these  bal- 
ances, however,  may  not  call  for  the  use  of  money  for 
their  settlement;  they  may,  and  indeed  frequently  are, 
entered  to  the  credit  of  the  owner  on  the  books  of  his 
bank,  and  in  time  canceled  by  the  payments  against  him 
coming  in  at  a  later  period.  Obviously  this  volume  of 
goods,  since  it  does  not  call  for  the  direct  use  of  money, 
enables  a  community  to  do  away  with  a  large  volume  of 
money  which  would  otherwise  be  necessary.  It  is  not 
true,  however,  as  some  apparently  have  thought,  that  no 
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money  is  necessary  for  these  transactions.  In  normal 
times,  when  business  is  good  and  confidence  unimpaired, 
there  are  always  some  balances  from  these  transactions 
the  owners  of  which  call  for  settlement  in  money,  and  the 
banks  must  keep  a  reserve  against  these  demands.  When 
confidence  is  impaired,  these  balances  are  likely  to  be 
larger,  even  if  the  total  volume  of  credit  is  smaller. 

There  is  no  way  of  determining  the  relative  amounts  of 
business  done  in  the  three  ways  mentioned — by  direct 
barter,  direct  money  payment,  and  credit  paper.  No 
data  exist  which  would  enable  us  to  make  even  an  ap- 
proximate estimate  of  the  first  portion  or  indeed  of  the 
second.  It  is  possible,  however,  to  determine  with  some 
degree  of  accuracy  the  volume  of  business  done  by  indirect 
barter  or  settled  with  credit  paper,  for  we  can  get  some 
idea  of  the  amount  of  business  thus  done  by  a  study  of  the 
statistics  of  the  banks. 

The  amount  of  the  country's  business  settled  with 
credit  paper  has  long  been  a  matter  of  dispute,  on  which 
widely  different  opinions  have  been  expressed.  On  the 
one  hand,  men  of  affairs,  especially  in  banking  and  other 
business  circles,  impressed  as  they  naturally  are  with  the 
vast  volume  of  business  transacted  under  their  eyes  by 
means  of  credit  paper,  have  usually  overemphasized  the 
importance  of  credit  paper  settlements  and  minimized 
the  importance  of  the  large  volume  of  currency.  On  the 
other  hand,  others,  particularly  those  who  from  time  to 
time  urge  upon  the  public  the  necessity  of  a  larger  volunxe 
of  currency,  have  denied  that  the  volume  of  credit  business 
was  as  large  as  claimed  and  have  minimized  its  influence, 
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urging,  on  the  contrary,  the  necessity  for  a  larger  volume 
of  money.  Some  of  them  have  gone  further  and  insisted 
that  even  if  the  volume  of  credit  payments  were  as  large 
as  many  claim,  it  is  a  bad  thing  to  have  business  done  so 
largely  in  this  way  and  that  it  is  desirable  for  the  best 
int^ests  of  the  country  that  the  vohime  of  credit  business 
should  be  diminished  and  that  of  direct  money  paym^it 
enlarged. 

More  careful  students  of  the  subject,  in  both  of  the 
above  groups,  have  insisted,  like  Francis  A.  Walker,  upon 
a  middle  view.  They  have  admitted  freely  the  claims  of 
the  business  men,  bankers,  and  others,  that  over  90  per 
cent  of  the  "  wholesale  "  business  of  the  country  was  done 
by  means  of  checks,  drafts,  or  bills,  but  have  urged  that 
the  retail  business  was  mainly  done  with  money;  that 
wages  were  mainly  paid  with  money,  and  that  the  demand 
for  money  for  these  purposes  constituted  the  most  impor- 
tant part  of  the  country's  need  for  money. 

The  second  and  indirect  purpose  of  the  inquiry  is  to 
get  some  light  on  the  amount  of  money  needed  and  the 
effect  of  the  volume  of  credit  transactions  on  its  value. 
The  discussion  of  this  topic,  however,  will  be  more  oppor- 
tune after  we  have  reached  some  conclu^on  concerning 
the  first  matter. 

METHODS  OP   INQUIRY. 

Three  methods  have  been  pursued  in  the  effort  to  de- 
termine the  proportion  of  business  done  by  credit  docu- 
ments. For  the  sake  of  brevity  these  may  be  referred  to 
as  the  method  of  clearing-house  statistics,  the  method 
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of  bank  deposits,  and  the  method  of  getting  information 
direct  from  the  merchant. 

The  clearing-house  method. — The  first  method  consists, 
briefly,  in  noting  the  volume  of  clearings  from  time  to 
time  and  their  relation  to  the  estimated  volume  of  business 
done.  If  the  volume  of  clearings  increases  more  rapidly 
than  the  volume  of  business,  obviously  the  ratio  of  ex- 
changes settled  on  the  basis  of  credit  paper  is  increasing. 
This  method  was  first  employed  by  R.  H.  Inglis  Palgrave, 
esq.,  in  a  paper,  "Methods  of  Banking,"  published  in  the 
Journal  of  the  Statistical  Society  of  London  for  1873. 
Mr.  Palgrave  took  as  a  measure  of  the  increase  in  the 
volume  of  business,  the  increase  of  the  aggregate  exports 
and  imports  of  Great  Britain,  calling  the  sum  of  the  exports 
and  imports  for  1868,  100,  or  the  base.  The  index  num- 
ber for  the  aggregate  of  exports  and  imports  was  102  in 
1869,  106  in  1870,  116  in  1871,  and  129  in  1872.  Meantime 
the  clearings,  making  the  aggregate  clearings  of  1868  the 
base,  or  100,  as  in  the  case  of  exports  and  imports,  in- 
creased to  the  index  number  104  in  1869,  114  in  1870,  138 
in  1871,  and  171  in  1872.  Putting  the  matter  in  another 
way,  in  i860  the  aggregate  exports  and  imports,  or  the 
volume  of  business,  was  137  to  every  thousaild  of  clear- 
ings. In  1869  it  was  134  to  the  thousand,  in  1870  it  was 
128,  in  1871  it  was  115,  in  1872  it  was  103. 

This  method  is  not  satisfactory.  It  merely  shows  the 
general  tendency  of  credit  paper  payments  and  they  can 
not  to  any  degree  show  the  character  of  the  business  done. 

It  is  doubtful,  too,  whether  this  method  is  applicable 
in   the   United  States,  for,  in  the   first   place,  we  have 
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been  for  years  constantly  establishing  new  clearing  houses 
in  places  where  banks  formerly  exchanged  checks  by 
sending  them  to  one  another  with  their  own  messengers. 
In  other  words,  our  credit  system  is  growing  all  the  time. 
Moreover,  it  is  becoming  more  refined  and  perfect. 

Again,  this  method  would  hardly  be  applicable  to  the 
United  States,  because  the  volume  of  our  exports  and 
imports  is  affected  by  changes  in  om-  tariff  legislation, 
whereas  in  England  that  element  of  disturbance  is  not 
present. 

Another  method  of  using  the  clearing-house  retvuns  for 
the  purpose  of  determining  the  proportion  of  credit  paper 
and  business  payments  was  employed  by  Prof.  Willard 
Fisher." 

The  method  is  to  determine  the  amount  of  credit  paper 
in  the  total  clearings.  This  may  be  done  by  computing 
from  the  amount  of  credit  paper  that  passes  through  the 
clearing  house  the  amount  that  is  probably  received  by 
all  the  banks  of  the  country,  both  those  which  are  mem- 
bers of  clearing  houses  and  those  which  are  not.  This 
sum,  whatever  it  is,  is  then  to  be  compared  with  the  esti- 
mated purchasing  power  of  money  in  active  circulation; 
that  is  to  say,  the  amount  of  the  money  outside  the  banks, 
multiplied  by  its  velocity  of  circulation  or  the  probable 
number  of  times  it  changes  hands  to  effect  a  given  volume 
of  business  in  a  given  time. 

Prof.  Willard  Fisher,  using  this  method,  came  to  the 
conclusion  that  probably  money  and  credit  transactions 
stood,  at  the  time  he  wrote,  in  the  ratio  of  about  i  to  i . 

"  See  Journ.  Pol.  Econ.,  3:39ifF. 
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Although  the  theory  of  this  method  is  excellent,  some 
of  the  necessary  data  is  very  difficult  to  get.  We  can 
determine  the  total  clearings  with  approximate  exact- 
ness, but  the  velocity  of  circulation  is  something  about 
which,  at  present,  we  know  very  Uttle,  if  anything.  Our 
estimates  of  the  amoxmt  of  money  in  circulation  are  also 
very  approximate.  Our  Treasury  Department  gives  the 
estimate  from  month  to  month,  and  the  figures  are  doubt- 
less as  good  as  can  be  obtained.  Nevertheless  they  are 
very  unreliable. 

The  bank-deposit  method. — ^The  second  method  of  deter- 
mining the  proportion  of  business  done  by  credit  paper  is 
that  of  finding  the  proportion  of  checks  and  other  credit 
instruments  in  the  bank  deposits.  The  general  theory 
underlying  this  method  is  that  the  deposits  in  the  banks 
represent  in  character  and  volume  the  receipts  of  the 
merchants  or  tradesmen ;  that  these  receipts  are,  of  course, 
from  their  customers  and,  therefore,  represent  fairly  the 
means  of  payment  used  by  the  customers.  This  method 
is  the  one  which  has  been  most  extensively  employed, 
especially  in  the  inquiries  made  in  this  country,  in  1881, 
1890,  1892,  1894,  and  1896. 

Of  course,  the  questions  obviously  arise  whether  the 
bank  deposits  do  fairly  represent  the  receipts  of  the  mer- 
chants for  sales,  and  whether  the  business  done  by  the 
merchants,  the  statistics  of  whose  bank  deposits  are  col- 
lected, are  really  representative  of  the  whole  business 
of  the  country.  These  and  other  points  will  be  discussed 
in  connection  with  the  details  of  the  present  report.  It 
is  important  to  bear  in  mind,  however,  that,  while  the 
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deposits  of  the  merchants  may  fairly  enough  represent  the 
habits  of  their  customers  as  to  paying  by  check  and, 
therefore,  the  volume  of  their  business  paid  for  in  this 
way,  the  habits  of  their  customers  will  depend  on  a  variety 
of  circumstances.  In  England,  for  example,  banks  do 
not  usually  accept  small  accounts.  Consequently,  the 
average  size  of  the  checks  drawn  in  Englaiid  is  larger  than 
is  the  case  where  many  banks  are  glad  to  take  almost  any 
account  that  may  be  offered.  Our  multitude  of  small 
banks  facilitates  the  carrying  of  small  accounts  and  the 
payment  by  check.  Of  course,  the  largest  checks  in  the 
English  banks,  as  in  our  own,  are  those  used  in  stock- 
exchange  transactions.  In  1885  Mr.  I^ubbock  "  selected 
1,500  checks  which  passed  through  his  bank,  representing 
a  total  sum  of  £871,000  and  giving  an  average  for  each 
check  of  £579.  This  was  on  a  settling  day  and  included 
stock-exchange  checks.  On  an  ordinary  day  i  ,000  checks 
examined  gave  an  average  of  £299.  Again,  8,500  clear- 
ing checks  gave  an  average  of  over  £300.  Mr.  Lubbock 
remarked  that  checks  on  bankers  who  do  not  clear  are 
much  smaller  in  amount,  but  do  not  generally  represent 
commercial  transactions.  By  this  he  undoubtedly  means 
what  we  might  call  wholesale  trade  and  stock  exchange 
dealings.  He  reported  that  1,000  checks  of  this  kind 
averaged  £80  each.  Again,  5,848  checks  on  country  banks 
gave  an  average  of  £28  each,  and  this  is  the  lowest  that 
Mr.  Lubbock  mentions.  A  little  later,  Mr.  Palgrave  said 
that  "the  number  of  checks  under  £5  is  so  small  as  not 
materially  to  supplant  the  use  of  coin,  which  is  chiefly 
used  for  retail  trade  and  wages."* 

o  Journ.  Statis.  Soc,  28:364.  6  Idem,  36:86. 
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In  1881  R.  W.  Barnett,  esq.,  wrote  that  "out  of  10,000 
checks  passing  through  the  country  clearing  it  was  ascer- 
tained recently  that  25  per  cent  were  for  less  than  £5, 
whilst  the  average  of  the  whole  was  less  than  £30.""  In 
this  country  checks  are  not  infrequently  drawn  for  as 
small  amounts  as  50  or  even  25  cents,  and  occasionally  for 
less,  although  the  average  is  much  higher.  Hence,  it  is 
obvious  that  the  field  of  the  check  is  a  far  larger  one  with 
us  than  it  is  in  England.  Merchants'  deposits  will  there- 
fore represent  more  accurately  the  methods  of  payment 
in  this  country  than  would  be  the  case  in  England.  Con- 
sequently, greater  reUance  can  be  placed  on  the  returns 
from  our  banks  for  the  purpose  of  such  an  inquiry.  Less 
allowance  has  to  be  made  with  us  in  the  study  of  bank 
deposits  for  business  of  merchants  who  do  not  bank  than 
would  be  the  case  in  England. 

The  fact  that  we  use  checks  for  smaller  sums  than  the 
people  of  other  countries  is  shown,  too,  by  the  large  number 
of  cases  in  which  wages  are  paid  by  check,  as  seen  by  Tables 
XX  to  XXV.  The  total  amount  of  wages  paid  by  check 
in  the  week  ending  March  16,  so  far  as  rettuns  were  made, 
aggregated  $40,595,874.  Many  of  these  checks,  doubtless 
most  of  them,  were  for  amounts  much  smaller  than  people 
in  England  would  think  of  drawing  checks  for. 

Still  again,  our  small  banks  do  not  as  a  rule  require 
customers  to  carry  a  fixed  balance.  While  that  practice 
is  doubtless  necessary  and  has  grown  considerably  in  large 
places,  ova  country  banks  seldom  require  it.  As  has 
already  been  remarked,  this  facilitates  the  keeping  of 

"  Joum.  Inst.  Bankers,  2:78. 
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small  accounts  and  promotes  what  may  be  called  the ' '  check 
habit." 

From  all  these  considerations  it  would  seem  that  the 
method  of  securing  bank  deposits  for  determining  the 
proportion  of  business  done  on  credit  is  more  likely  to 
yield  accurate  results  in  this  country  than  elsewhere. 
When  we  come  to  discuss  the  deposits  of  retail  merchants, 
reasons  will  be  given  for  thinking  that  their  bank  deposits 
really  do  represent  the  character  of  their  business  receipts. 
Hence  it  is  not  necessary  to  go  into  that  subject  here. 

Method  of  getting  information  direct  from  merchants. — ^A 
third  method  of  studying  this  subject  is  that  of  securing 
direct  replies  from  merchants.  This  is  impracticable  on 
a  large  scale.  Multitudes  of  merchants,  especially  those 
whose  business  is  small,  do  not  keep  accounts  which  would 
give  a  clear  idea  of  the  character  of  their  receipts.  No 
means  exist  for  the  collection  of  such  data  by  any  central 
authority  or  authorities,  or  to  afford  any  guaranty  of 
their  accuracy  when  collected.  This  method  of  studying 
the  subject  can  be  used  only  in  a  small  measttfe  in  check- 
ing up  the  other  methods.  It  has  been  used  for  this 
purpose  in  the  present  inquiry.  A  number  of  cases  will  be 
mentioned  where  the  merchants  themselves  have  reported 
their  receipts  so  that  it  is  possible  to  determine  exactly  the 
proportion  of  credit  paper  in  a  month's  business. 

HISTORY   OP   INQUIRIES   PREVIOUSIvY   MADE. 

As  has  been  remarked,  attention  was  early  directed  to 
inquiries  concerning  the  volume  of  credit  transactions, 
more  especially  the  volume  of  business  transactions  set- 
tled by  means  of  credit  paper. 

7071 — 10 2  II 
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ENGUSH   INVESTIGATIONS. 

The  Slater  inquiry. — So  far  as  the  present  writer  knows, 
the  first  important  information  on  the  subject  of  the  pro- 
portion of  credit  documents  used  in  business  payments 
was  furnished  in  a  report  of  the  committee  of  the  House 
of  Commons  appointed  to  investigate  the  crisis  of  1857. 
The  report  includes  an  analysis  of  the  operations  of  the 
banking  house  of  Morrison,  Dillon  &  Co.,  as  furnished  by 
Mr.  William  Slater,  for  the  jeax  1856.  Mr.  Slater  had 
furnished  the  committee  a  statement  of  the  receipts  and 
paym«its  of  his  bank,  classified  so  as  to  show  the  propor- 
tion in  which  £1,000,000  of  receipts  and  expenditures 
were  made  in  money  and  in  credit  documents,  respectively. 
The  information  furnished  was  as  follows : " 

Receipts: 

Bankers'  drafts  and   mercantile   bills,  payable 

afterdate JE533.  59^ 

Checks  payable  on  dennand 357,  715 

£891,311 

Bank  of  England  notes 68,  554 

Country  bankers' notes 9,  627 

Gcdd 28,089 

Silver  and  copper 1,486 

Post-office  orders 933 

io8, 689 

Grand  total i,  000,  ocx> 

Payments: 

Bills  of  exchange 302,  674 

Checks  on  London 663,  672 

966, 346 

Bank  of  England  notes 22,  743 

Gold 9, 427 

Silver  and  copper i,  484 

• 33. 634 

Grand  total ._   1,000,000 

a  MacLeod's  Theory  and  Practice  of  Banking,  i :  299. 
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The  Babbage  inquiry. — ^The  next  attempt  to  secure  sta- 
tistics showing  the  proportion  in  which  checks  and  other 
credit  instruments  enter  into  business  payments  was  made 
by  Charles  Babbage,  esq.,  who  read  a  paper  before  the 
Statistical  Society  of  London  in  1855  on  "An  Analysis 
of  the  Statistics  of  the  Clearing  House.""  This  inquiry 
was  made  by  what  has  been  called  above  the  "clearing- 
house method."  Mr.  Babbage  attempted,  among  other 
things,  to  determine  "  the  proportion  of  payments  made  in 
bank  notes  by  the  public,  both  in  town  and  in  the  coun- 
try." It  appeared  from  the  data  seciu-ed  by  Mr.  Babbage 
at  that  time  that  the  percentage  of  credit  paper  varied 
with  the  volume  of  the  clearings;  or,  as  he  puts  it,  "the 
larger  the  clearing  the  smaller  the  percentage  of  bank 
notes  used  in  the  operation."  He  found  that  5.49  per 
cent  of  the  bank  notes  occurred  in  the  average  of  the 
thirty  largest  total  clearings,  this  average  being 
£4,553,600;  while  8.45  per  cent  occurred  in  the  average 
of  the  thirty  smallest  clearings,  which  average  was 
£2,006,800.  He  found  that  of  the  clearings  discussed  by 
him,  the  average  for  the  days  of  settlement  on  the  Eng- 
lish Stock  Exchange  was  £4,504,400,  of  which  6.42  per 
cent  were  bank  notes ;  the  average  for  the  days  of  settle- 
ment at  the  foreign  stock  exchange  was  £4,148,900,  of 
which  5.66  per  cent  were  bank  notes;  that  for  settlement 
days  of  inland  bills  of  exchange  amounted  to  £4,092,100, 
of  which  6-61  per  cent  were  notes. 

The  Palgrave  inquiry. — The  next  inquiry  probably  was 
that  of  W.  Langton,  esq.,  general  manager  of  the  Manches- 
ter and  Salford  Bank,  Manchester,  England.    Mr.  Langton 

ojourn.  Statis.  Soc.  of  London,  I9:28ff. 
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reported  figures  in  1873  to  R.  H.  Inglis  Palgrave,  esq., 
for  the  years  1859,  1864,  and  1872,  and  other  figures 
furnished  at  a  later  date  by  Mr.  T.  R.  Wilkinson  for  Pro- 
fessor Jevons.  Mr.  Palgrave  reported  on  the  matter  in 
an  address  entitled  "Notes  on  Banking  in  the  United 
Kingdom,  Sweden,  Denmark,  and  Hamburg,"  etc.,  read 
before  the  Statistical  Society  of   London  in  February, 

1873." 

Mr.  Palgrave  reported  from  Mr.  Langton's  figures  that 
in  1859  cash  payments,  or  payments  in  coin  and  notes, 
were  about  53  per  cent  of  the  total  turnover  of  his  bank; 
in  1864,  42  per  cent,  and  in  1872,  32  per  cent.  By 
turnover  Mr.  Langton  meant  the  total  receipts  and  total 
out-payments  of  his  bank.  These  figures  show  a  gradual 
increase  in  the  proportion  of  credit  paper.  Mr.  Langton 
pointed  out  what  most  investigators  since  have  ignored, 
the  influence  of  the  amount  and  manner  of  payment  of 
wages  on  the  proportionate  use  bi  credit  paper. 

In  the  article  in  which  he  quotes  the  figures  of  Mr. 
Langton,  Mr.  Palgrave  also  attempts  to  show  in  a  general 
way  the  growth  of  credit  exchanges  by  the  use  of  clearing- 
house statistics,  the  method  which  has  been  described 
above.  He  remarks,  "  If  we  compare  the  general  circum- 
stances, we  shall  see  how  completely  the  circulation  of  the 
country  has  in  recent  times  passed  from  being  a  circu- 
lation in  notes  to  being  a  circulation  in  cheques."'' 

He  points  out  in  this  article  that  the  increase  in  bank 
clearings  has  been  greater  than  the  increase  in  the  coun- 
try's trade,  and  thus  infers  that  an  increased  proportion 

a  Journ.  Statis.  Soc,  36;27ff.  6  Idem,  36:80. 
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of  the  country's  business  was  settled  through  the  banks 
by  credit  paper. 

The  Lubbock  inquiry. — The  next  important  inquiry  into 
the  subject  was  that  made  by  Sir  John  Lubbock  and 
reported  to  the  Statistical  Society  in  June,  1865."  The 
article  is  entitled  "Country  Clearing." 

Sir  John  took  the  amount  of  £23,000,000,  the  sum 
which  passed  through  his  bank  during  the  last  few  days 
of  the  year  1864,  analyzed  it,  and  found  it  was  made  up 
as  follows: 


Amount. 

Per  cent. 

Clearing _ 

;£l6,346,000 

5. 394. 000 

1, 137,000 

139,000 

79, 000 

70.8 

23-4 

4-9 

5 

Checks  and  bills  not  passing  through  clearing 

Coin 

Country  notes 

■3 

Total 

23,093,000 

This  showing  was  at  Sir  John  Lubbock's  own  bank  in 
Birmingham.  In  order  to  ascertain  the  practice  as  to 
method  of  payments  in  London,  Sir  John  took  the  amount 
of  £17,000,000  paid  in  by  his  London  customers  and 
found  that  it  was  made  up  as  follows: 


Per  cent. 


Checks  and  bills  on  clearing  bankers 

Checks  and  bills  on  ourselves , 

Checks  and  bills  on  other  banks 

Bank  of  England  notes 

Country  bank  notes , 

Coin - 

Total - 

«  Journ.  Statis.  Soc,  zS :  361. 


£13, 000,  000 

I, 600, 000 

1, 400, 000 

674,470 

9,470 

117,927 


16, &oa, 000 
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In  discussing  the  last  table,  Sir  John  is  of  the  opinion 
that  the  amount  of  bank  notes  is  too  large,  because  the 
Hote  account  includes  notes  drawn  by  the  bank  itself  to 
teplenish  its  daily  supply  and  in  so  far  did  not  represent 
bills  paid  in  by  customers.  He  deducted  this  amount, 
£266,000,  but  added  as  the  amount  of  notes  paid  in  for 
collection,  discounts,  and  loans  on  security  the  sum  of 
£2,460,686.  With  these  alterations  made  he  came  to  the 
conclusion  that  "out  of  £i"9, 000,000  credited  to  our  town 
customers,  £408,000  consisted  of  bank  notes,  £79,000  of 
country  bank  notes,  and  £118,000  of  coin,"  making  the 
percentages  96.8  for  checks  and  bills,  0.6  for  coin,  and 
2.6  for  bank  notes. 

The  Martin  inquiry. — In  1880  John  Biddulph  Martin, 
esq.,  banker,  read  a  paper  before  the  Institute  of  Bankers" 
entitled  "An  Inquiry  into  the  History,  Functions,  and 
Fluctuations  of  Bank-Note  Circulation  in  the  United 
Kingdom,  Continental  Europe,  and  the  United  States." 
In  this,  after  quoting  the  figures  of  Mr.  Slater,  Mr.  Bab- 
bage,  and  Mr.  Lubbock,  he  gave  the  percentages  of  re- 
ceipts in  his  own  bank  for  six  working  days  in  each  month. 
The  dates  selected  were  from  the  20th  to  the  26th,  as 
aearly  as  might  be,  so  "  as  to  avoid  the  disturbing  influ- 
ences of  the  fourth  and  of  the  stock  exchange  settling  day." 
Mr.  Martin's  figures  are  for  1878-79  and  are  as  follows: 


Receipts, 

Pajrments. 

Per  ceni. 
96.  S 
2.6 
■  9 

Per  cent. 

96.9 

Ifotes            --   

<•  Jour.  Inst.  Bankers,  i 
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The  Pownall  inquiry. — Some  figures  for  I/Ondan  in  1864 
are  reported  by  G.  H.  Pownall,  esq.,  in  an  article  read 
before  the  Institute  of  Bankers,  in  1881,  entitled  "Pro- 
portional Use  of  Credit  Documents  and  Metallic  Money 
in  English  Banks."" 

Mr.  Pownall  reports  the  following  returns  as  made  up 
from  the  "Town  Counter"  in  1864:  Coin,  0.6  percent; 
notes,  2.6  per  cent;  checks  and  bills,  96.8  per  cent.  He 
gives  the  following  tables  as  a  result  of  his  inquiry: 

Preporiianal  amounts  of  d^eremt  kinds  of  money  and  oreiUi. 

Documeats  received  by  country  banks  in  261  places:  p^,  ^.^^^ 

Gold  (sovereigns  and  half  sovereigns) 12.41 

Silver  (with  or  without  copper) ^.  79 

Bank  of  England  notes -_ lo.  16 

Country  bank  notes i.  78 

Cheques  on  the  same  town  or  district 26.75 

All  other  cheques  and  bills 46.  1 1 


Documents  received  by  banks  in — 


61  agri- 
cultural 
places. 


Towns 
'  excluding 
agricultural 

places. 


The  metro- 

poKtan 

area. 


Gold  (sovereigns  and  half  sovereigns).  . 

Silver  (with  or  without  copper) , * 

Bank  of  England  notes 

Country  bank  notes 

Cheques  on  the  same  town  or  district-  _ 
All  other  cheques  and  biUs .* 


Per  cent, 
8.86 
1.82 
3.58 
2.  92 
30.71 
52.  II 


Per  cent. 
14.07 

3-24 

13-22 
i.2S 

24.90 
4332 


Per  cent. 
35- 218 

10. 982 
00. 040 
22.494 
41. 266 


The  first  table  shows  that  in  the  country  banks  in  261 
places  in  Great  Britain  nearly  73  per  cent  of  the  deposits 
on  a  certain  day  were  in  checks  and  bills,  27  per  cent 
being  checks  on  the  same  town  or  district.     Mr.  Pownall 
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further  makes  a  careful  classification  to  show  the  relative 
use  o^  credit  paper  in  agricultural  towns  and  the  metro- 
poli  an  area.  From  the  second  of  his  tables  it  appears 
that  nearly  83  per  cent  of  the  deposits  in  61  agricultural 
places  were  in  checks  and  bills,  68  per  cent  were  of  a  simi- 
lar character  in  the  towns,  and  64  per  cent  in  the  metro- 
pf  litan  area. 

Mr.  Pownall's  article  shows  that  at  the  time  at  which 
he  wrote  the  deposits  of  checks  and  bills  in  banks  in  the 
suburbs  of  Manchester  were  a  little  over  45  per  cent.  He 
further  classified  the  proportional  receipts  of  money  and 
credit  paper  received  by  the  banks  of  Manchester  and  its 
suburbs  according  to  the- trades,  including  cotton,  wool, 
iron,  pottery,  and  silk.  He  finds  that  in  the  bank  receipts 
from  these  trades  the  proportion  of  checks  and  bills 
was  as  follows:  Cotton,  61.5;  wool,  68.9;  iron,  67.9;  pot- 
tery, 71.8;  silk,  65.7.  Other,  valuable  details  are  given  in 
this  excellent  article,  but  it  is  not  necessary  to  repeat 
them  here  because  the  English  practice  differs  somewhat 
from  our  own  in  the  minimum  amount  for  which  checks 
are  commonly  drawn. 

CRITICISM   OF   ENGUSH   INQUIRIES. 

The  English  investigations,  although  interesting,  are 
hardly  comparable  in  extent  with  those  of  this  coimtry 
or  valuable  as  a  basis  for  conclusions  applicable  to  this 
country.  For,  in  the  first  place,  the  number  of  banks 
from  which  statistics  were  obtained  was  small  in  each 
inquiry.  In  the  second  place,  the  classes  of  people  who 
use  the  banks  in  England  are  only  the  larger  merchants 
the  great  business  firms,  and  wealthy  individuals.     The 
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English  banks  would  not  show  as  large  a  proportion  of 
small  checks  as  the  deposits  of  our  own  banks.  This  was 
certainly  true  at  the  time  the  English  investigations  re- 
ferred to  were  made,  for  it  was  not  until  1854  that  it  was 
legal  to  issue  drafts  for  a  less  sum  than  20s.,  and  "long 
after  that  time  great  uncertainty  appears  to  have  existed 
on  the  subject.""  Moreover,  we  know  from  these  inqui- 
ries that  when  they  were  made  wages  were  paid  and  retail 
trade  carried  on  more  largely  with  coin,  which  forms  so 
large  a  proportion  of  the  English  circulation. 
,  Another  defect  of  the  English  statistics  is  their  com- 
paratively non-representative  character.  With  the  ex- 
ception possibly  of  those  gathered  by  Mr.  Pownall,  the 
statistics  presented  by  the  various  writers  are,  so  to  speak, 
"sample  cases,"  and  it  may  be  doubted  whether  they 
were  representative.  They  certainly  represent  fairly  the 
practice  of  merchants  and  the  wealthy  classes  in  England 
with  reference  to  the  use  of  bank  accounts  and  the  issue 
of  checks.  Can  we  be  sure  that  they  represent  the 
method  of  making  payments  used  by  the  larger  propor- 
tion of  the  English  people,  or  that  used  in  settling  the 
larger  proportion  of  British  trade?  Finally,  there  is  no 
doubt  that  the  returns  given  by  most  of  the  writers  in- 
clude such  items  as  "bills  paid  in  for  collection  and  dis- 
count, loans  on  security,"  and  other  items  which  should 
not  be  included  if  what  we  are  trying  to  determine  is  the 
volume  of  business  payments  made  from  day  to  day  by 
credit  paper. 

=  R.  W.  Barnett,  "Effect  of   the  Development  of    Banking  Facilities 
Upon  the  Circulation  of  the  Country,"  Jour.  Inst.  Bankers,  2: 78. 
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AMERICAN   INVESTIGATIONS. 

The  Garfidd  inquiry. — Our  next  information  on  this 
subject  comes  from  a  former  President,  then  a  RejM-e- 
sentative,  James  A.  Garfield.  In  his  speech  on  Resump- 
tion, November  i6,  1877,  he  stated  that  when  serving  as 
chairman  of  the  Committee  on  Banking  and  Currency,  in 
1 87 1,  he  had  become  interes^ted  in  the  matter  and  had 
asked  the  Comptroller  of  the  Currency  to  seciure  for  him 
data  on  the  proportionate  use  of  credit  paper  and  money 
from  52  selected  banks.  His  remarks  as  to  the  results 
are  as  follows:  "I  selected  three  groups.  The  first  was^ 
the  city  banks.  The  second  consisted  of  banks  in  cities 
of  the  size  of  Toledo  and  Dayton,  in  the  State  of  Ohio. 
In  the  third  group,  if  I  may  coin  a  word,  I  selected  the 
'countriest'  banks — ^the  smallest  that  could  be  foimd  at 
points  away  from  railroads  and  telegraphs.  The  order 
was  that  those  banks  should  analyze  all  their  receipts  for 
six  consecutive  days,  putting  into  one  list  all  that  can  be 
called  cash — either  coin,  greenbacks,  bank  notes,  or  cou- 
pons— and  into  the  other  list  all  drafts,  checks,  or  com- 
mercial bills.  What  was  the  result?  During  these  six 
days  $157,000,000  were  received  over  the  counters  of  the 
52  banks  and  of  that  amount  $19,370,000 — 12  per  cent 
only — in  cash,  and  88  per  cent — that  vast  amount  repre- 
senting every  grade  of  business — was  in  checks,  drafts, 
and  commercial  bills."* 

The  inquiry  of  1881. — In  1881  John  J.  Knox,  while  he 
was  still  Comptroller  of  the  Currency,  made  an  inquiry 
into  the  proportion  of  bank  receipts  made  by  credit  paper 
on  two  dates,  June  30  and  September  17,  1881.*     His 

o  Congressional  Record,  Nov.  16,  1877,  p.  462. 
6  See  Report  of  Comptroller  of  Currency,  1881. 
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request  for  statistics  was  made  of  the  national  banks  only, 
and  called  for  classij&ed  returns  of  all  their  receipts  and 
payments.  In  June,  2,106  national  banks  were  in  opera- 
ticMi  and  1,966  seat  in  replies.  In  September,  2,132  banks 
were  in  operation  and  all  sent  in  returns.  The  following 
table  gives  a  summary  of  the  results : 

AMO^sis  af  national-bank  receipts,  June  30  and  September  if,  188 1. 


Items. 

Sept.  17  (2,132  banks). 

Amount. 

Per  cent. 

Amount. 

Per  cent. 

Checks,  drafts,  and  biUs 

Clearing-house  certificates 

Pappr  Tnnnpy 

$261, 271,666 

9.  582,500 

ir, 554, 747 

1,864, los 

440,  998 

91.  77 

3.36 

4.  06 

.65 

.  16 

$271,036,525 

6,592,337 

13,  026, 570 

4,07.8,044 

500,301 

91.8s 
t.  24 

4.36 

Gold  coin 

1. 38 

Total 

284, 714,016 

100. 00 

295.233.  779 

100. 00 

It  appears  that  on  the  date  of  the  first  inquiry  the  gold 
coin  in  the  receipts  of  the  banks  concerned  was  sixty-five 
one  hundredths  of  i  per  cent,  and  the  total  receipts  of 
silver  coin  were  sixteen  one  hundredths  of  i  p^  cent, 
while  the  paper  currency  amounted  to  4.06  and  credit 
documents  to  91.77  per  cent. 

The  Comptroller's  conclusion  from  the  June  inquiry  was 
that  95»  1 3  per  cent  of  the  total  receipts  of  the  banks  were 
in  credit  documents,  Curiously  enough,  however,  he 
includes  clearing-house  certificates  among  the  credit  docu- 
ments.    It  is  not  clear  why  this  should  be  done. 

On  September  17  of  the  same  year,  the  date  of  the 
second  inquiry,  Mr.  Knox  found  that  of  the  receipts  of 
2,132  banks  there  were  1.38  per  cent  in  gold  coin,  0.17  per 
cent  in  silver,  4.36  in  paper,  and  91.85  per  cent  in  checks, 
drafts,  and  bills.    His  conclusion  from  the  later  figures  was 
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that  94.09  per  cent  of  the  receipts  of  the  banks  was  in  credit 
documents,  including  as  before  clearing-house  certificates. 

In  this  inquiry  the  Comptroller  was  careful  to  classify 
separately  the  returns  from  banks  in  New  York  City  and 
other  reserve  cities  and  the  banks  elsewhere.  In  the 
June  inquiry  the  proportion  of  credit  documents  in  the 
banks  not  in  reserve  cities  was  81.72  per  cent,  as  against 
98.7  per  cent  in  New  York  City  and  94.38  per  cent  in 
the  other  reserve  cities.  The  September  inquiry  gave  for 
the  respective  classes  81.74  P^^  cent,  98.8  per  cent,  and 
92.35  per  cent.  These  figures  thus  show  the  inaccuracy  of 
the  statement  not  infrequently  made  in  the  past  that 
over  90  per  cent  of  the  whole  business  of  the  country  was 
done  with  credit  documents.  The  81  per  cent  of  the 
"banks  elsewhere"  should  have  made  students  suspicious. 

The  Comptroller  further  presented  a  table  showing  the 
proportion  of  checks,  drafts,  and  bills  in  the  receipts  of 
the  two  dates  selected,  by  States.  This  table  shows  that 
according  to  the  inquiry  of  June,  1881,  92  per  cent  was 
the  largest  proportion  of  credit  documents  in  the  banks 
©f  any  State  or  Territory  and  was  accredited  to  New 
Jersey,  and  the  smallest  percentage  appeared  in  the  returns 
of  Wyoming,  as  33.6  per  cent.  In  the  inquiry  of  Septem- 
ber of  the  same  year,  New  Jersey  again  appears  with  the 
largest  percentage  of  credit  documents,  91  per  cent;  while 
Nevada  shows  the  smallest,  only  8.2  per  cent.  Both  in 
the  case  of  Wyoming  and  Nevada  the  amounts  from  which 
the  percentages  were  drawn  were  so  insignificant  that  the 
two  places  may  be  left  out  of  the  consideration.  In  gen- 
eral, the  tables  showed  that  checks  in  the  bank  returns  of 
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the  States  which  reported  in  the  year  1881  largely  ran  be- 
tween 65  and  85  per  cent. 

The  inquiry  of  1890. — The  inquiry  of  1881  was  not  re- 
peated until  1890,  when  the  Comptroller,  Mr.  E.  S.  Lacey, 
thought  it  wise  to  secure  further  information.  Accord- 
ingly he  asked  3,438  national  banks  to  classify  their 
receipts  for  July  i  and  September  17.  The  blank  sent  out 
called  for  total  receipts,  distinguishing  clearing-house  cer- 
tificates and  exchanges  for  clearing  house  from  checks, 
drafts,  and  other  credit  paper.  The  results  obtained  were 
presented  in  the  usual  tables,  from  which  it  appears  that 
the  total  receipts  of  the  3,364  banks  from  which  replies 
were  received  for  July  i,  were  $421,824,726.  Of  this  sum 
44.90  per  cent  was  in  checks,  drafts,  etc.,  excluding  ex- 
changes for  clearing  house.  Including  clearing-house 
paper,  the  percentage  was  92.  The  following  table  "  gives 
the  details  for  both  dates : 


Character  of  receipts. 

July   i,    1890    (3.364 

September  17,  1890 
(3,474  banks). 

Amount. 

Per  cent. 

Amount. 

Per  cent. 

$3,726,605 
1,352.647 
6.427.973 
6,442,638 
7,881,786 
5,244,967 

520,000 
189, 408, 708 

4,391.  177 
194,290,  203 

■^,  138,022 

b.89 
■32 

1.52 
1-53 
1.87 
1.25 

.  12 

44.90 

I.  04 

46.06 

.50 

$3,702,772 
1,399,991 
6,159,305 
5,908, 714 
7,665,666 
4,371.778 

105. 000 

168,803,756 

2,428,834 

126, 596, 873 

135.562 

1. 13 
-43 

J  88 

Silver  coin 

Gold  treasury  certificates 

Silver  treasury  certificates 

i.8i 
=■■34 
1-34 

-03 
51.58 

-74 
38.68 

Tvyntinnnl-hpiillf  nntpp 

United  States  certificates  of  de- 

Clearing-house  certificates 

Exchanges  for  clearing  house 

Miscellaneous ... _. 

Total 

421, 824, 726 

roo. 00 

327,  278.  25r 

«  Finance  Report  for  1890,  p.  383. 


23 


National    Monetary     Commission 

Returns  were  presented  as  usual  for  the  reserve  cities 
and  the  banks  outside  of  reserve  cities.  The  total  receipts 
of  the  banks  were  $94,000,000  less  in  September  than  in 
July,  and  practically  all  of  this  was  in  items  "which  repre- 
sent substitutes  for  money."  The  larger  proportioa  of  it 
was  in  clearing-house  certificates  and  exchanges.  The 
percentage  of  checks,  drafts,  etc.,  actually  received  by 
the  banks  was  larger  in  September,  as  the  table  shows, 
although  the  total  receipts  were  less.  Other  tables  classi- 
fied the  facts  in  different  ways  to  bring  out  the  comparison 
between  them  and  the  data  obtained  in  188 1.  It  is  to  be 
noted,  however,  that  one-half  of  the  total  receipts  came 
from  47  banks  in  New  York  City. 

The  inquiry  of  i8g.2. — This  inquiry,  like  the  two  pre- 
ceding ones,  was  based  on  reports  obtained  from  national 
banks.  The  purpose  of  the  Comptroller,  Mr.  A.  B.  Hep- 
burn, in  making  the  inquiry  was  "to  furnish  reliable  data 
from  which  the  public  could  see  and  reaUze  how  small  a 
percentage  of  business  transactions  are  represented  by 
actual  money,  and  how  impossible  it  is  for  the  Government 
to  furnish  a  volume  of  currency  sufficient  to  meet  the 
wants  of  the  people  at  all  times — that  is,  in  times  of 
general  distress  or  quasi-panic."  The  Comptroller  goes 
on  to  say:  "Over  90  per  cent  of  all  business  transactions 
are  done  by  means  of  credit.  When  the  public  lose 
confidence  and  credit  is  impaired  and  refused,  over  90 
per  cent  of  all  business  transactions  are  directly  affected. 
It  is  easy  to  realize  how  impossible  it  is  for  the  remaining 
10  per  cent  of  money  to  carry  on  the  business  of  the  country 
without  monetary  stringency  and  financial  distress."" 

a  Comptroller's  Report,  1892,  p.  32. 
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Of  the  3,759  banks  from  which  reports  were  requested, 
data  were  secured  from  3,473  in  time  for  use  in  the  Comp- 
troller's report.  These  data  gave  the  total  receipts  of  the 
banks  on  September  15  and  the  following  table  gives  a 
brief  summary  of  the  results: 


Class  ®f  receipts. 


Amount. 


Per  cent. 


Ciold  coin 

Silver  coin 

Certificates,  gold,  and  silver 

United  States  notes  and  bank  notes 

Currency  certificates 

Checks,  etc 

Clearing-house  certificates  and  exehanges-f^  - 


$3,907,017 

J. 37a. 054 

9.944.3SS 

14,661, 266 

•^t  210,  000 

154,959,059 

145,151.462 


.88 

.41 

3.00 

4.43 

.67 

46.79 

43.8a 


Total. 


33i,2os,ai3 


o  Incfhides  ' '  miseeU^neous  "  items  of  $586,000. 

The  Comptroller  draws  the  conclusion  that  9.39  per 
cent  of  transactions  are  represented  by  "cash,"  and  91.61 
by  checks,  bills,  etc.  He  presents  a  table  showing  the 
receipts  of  the  national  banks  in  the  central  reserve  cities, 
and  the  proportion  of  credit  instruments,  together  with 
figures  for  3,144  country  banks.  From  this  table  it 
appears  that  the  country  banks  received  73.93  per  cent 
of  their  receipts  in  checks,  on  September  15,  1892.  The 
tables  show  the  somewhat  astonishing  fact  that  while  the 
percentage  of  total  receipts  formed  by  checks  was  46.79, 
the  percentage  of  checks  in  the  receipts  of  the  country 
banks  was  73.93.  The  percentage  of  checks  in  48  New 
York  banks  was  28.43,  in  21  Chicago  banks  52.12,  and  in 
8  St.  Louis  banks  42.26.  The  large  aggregate  proportion 
of  "credit  payments"  reported  for  the  reserve  cities  is 
made  by  the  machinery  of  the  clearing-house  exchanges. 
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From  another,  table  given  in  this  report  it  appears 
that  the  smallest  percentage  of  checks  in  the  receipts  of 
banks  on  the  date  in  question  was  in  Oklahoma  Territory, 
where  it  was  42.37;  the  largest  was  95.64  in  the  returns 
from  Arizona,  while  Connecticut  showed  92.3,  Colorado 
92.11,  and  Rhode  Island  92.04. 

The  Comptroller  calls  attention  to  the  fact  that  as 
contrasted  with  the  inquiry  of  1881  the  returns  of  1892 
for  New  York  City  indicate  "a  marked  increase  in  the 
amount  of  paper  currency  received."  The  amount  in  the 
returns  of  September,  1 881,  was  sixty-five  one-hundredths 
of  I  per  cent,  while  in  the  returns  of  1892  it  was  7.53  per 
cent.  He  noted  also  a  marked  diminution  in  the  propor- 
tion of  receipts  of  checks  and  drafts  as  between  the  two 
dates,  "the  average  per  cent  for  the  two  days  in  188 1 
being  2.91  per  cent  greater  than  the  average  for  the  two 
days  in  1890;  September  15,  1892,  is  3.28  per  cent  less 
than  September,  1890." 

The  inquiry  of  1894. — ^The  conclusion  from  the  inquiries 
thus  far  discussed,  as  it  was  given  in  the  public  press  and 
elsewhere,  was  to  the  effect  that  over  90  per  cent  of  the 
business  of  the  country  was  done  on  a  credit  basis,  so 
that  the  need  for  money  was  small.  During  the  next  few 
years  the  monetary  agitation  was  intense  and  this  state- 
ment in  its  broad  form  was  severely  challenged,  less  as  a 
matter  of  fact,  however,  than  because  of  the  inference 
drawn  from  it.  It  was  urged,  not  only  by  those  who  were 
insisting  on  a  larger  volume  of  currency,  but  by  careful 
students  of  the  question,  that  the  large  proportion  of 
credit  transactions  shown  by  bank  receipts  did  not  by 
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any  means  disprove  the  need  for  a  larger  volume  of  cur- 
rency. It  was  urged,  as  Francis  A.  Walker"  pointed 
out,  that  "in  spite  of  barter  and  in  spite  of  credit  a  very 
large  part,  in  most  countries  by  far  the  largest  part,  in 
many  countries  almost  the  whole,  of  retail  trade  is  still 
conducted  by  the  use  of  money;  and  this  is  after  all  the 
vital  thing." 

The  statement  that  the  world  over  retail  trade  is  con- 
ducted by  the  use  of  money  is  in  the  main  correct. 
In  order  to  test  it  the  present  writer  suggested  to  the 
Comptroller  of  the  Currency,  Hon.  James  H.  Eckels,  the 
expediency  of  making  an  inquiry  into  the  character  of 
deposits  made  in  the  national  banks  of  the  country  by 
selected  classes  of  retail  traders.  The  classes  selected 
were  those  on  whose  goods  between  70  and  80  per  cent  of 
the  income  of  the  laboring  people  of  the  country  is  spent, 
as  shown  by  the  reports  of  the  Commissioner  of  Labor 
in  1 890- 1 89  2.  Accordingly  a  blank  was  prepared  by  the 
writer  and  sent  out  by  the  Comptroller,  asking  the 
national  banks  of  the  country  to  give  their  deposits  in 
gold,  silver,  gold  certificates,  silver  certificates,  treasury 
notes,  checks  and  other  instruments  of  credit,  made  on 
May  15,  1894,  by  retail  grocers,  butchers,  clothiers, 
furniture  dealers,  and  fuel  dealers.  Replies  were  received 
from  2,465  national  banks  out  of  a  total  of  3,774.  The 
aggregate  deposits  returned  were  $5,999,065,  of  which 
58.9  per  cent  was  in  checks  and  store  orders,  and  41.1 
per  cent  in  various  kinds  of  money.  These  figures, 
indicated  that  the  belief  that  checks  did  not  enter  largely 

o  Francis  A.  Walker,  Discussions  in  Economics  and  Statistics,  i :  204. 
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into  retail  trade  was  a  mistaken  one.  The  returns, 
however,  were  on  the  whole  meager,  and  two  years  later 
the  writer  again  urged  the  Comptroller  of  the  Currency 
to  institute  a  similar  inquiry  on  a  much  larger  scale.  The 
Comptroller  kindly  consented,  and  the  result  was  the 
inquiry  of  1896. 

The  inquiry  of  18 g6. — The  inquiry  of  1896  was  planned 
along  the  lines  of  that  of  1894  for  the  purpose  of  determin- 
ing if  possible  the  proportion  of  credit  paper  received  in 
what  is  commonly  called  "legitimate  trade"  as  distin- 
guished from  speculative  transactions.  It  was  desired, 
moreover,  to  test  the  statement  so  commonly  made  that 
the  large  proportion  of  credit  documents  shown  in  the 
bank  returns  was  practically  due  to  wholesale  trade  and 
speculation.  Accordingly  a  blank  was  prepared  by  the 
writer  and  submitted  to  the  Comptroller  of  the  Currency 
and  afterwards  sent  out  by  him  to  all  banking  institutions 
in  the  country,  calling  for  the  deposits  made  by  retail 
dealers,  wholesale  dealers,  and  all  other  depositors,  in  gold, 
silver,  currency,  and  checks.  Certain  supplementary 
questions  were  added  in  order  to  get,  as  it  were,  a  side  light 
on  the  returns.     These  questions  were  as  follows : 

1 .  Does  the  above  statement  show  the  usual  proportion 
of  checks,  drafts,  etc.,  to  total  deposits?  If  not,  please  in- 
dicate how  much  it  differs  therefrom. 

2.  Is  it  customary  in  your  community  to  pay  wages  by 
check? 

3.  Are  wages  as  a  rule  paid  weekly  or  monthly  in  your 
community? 

The  circular  also  called  for  the  total  number  of  deposi- 
tors and  amount  of  individual  deposits,  and  the  cash  on 
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hand  classified  in  the  usual  way.  The  request,  Uke  that  of 
1894,  was  for  deposits,  not  receipts.  The  date  selected 
was  the  settlement  day  nearest  the  ist  of  July.  Of  nearly 
13,000  banking  institutions  of  all  classes  then  in  existence, 
5,700  sent  replies,  of  which  5,530  were  in  such  shape  as  to 
be  useful  for  the  purposes  of  the  inquiry.  Of  these,  3,474 
were  from  national  banks  and  the  remainder  from  state, 
private  and  savings  banks,  and  loan  and  trust  companies. 
The  number  of  replies  from  private  and  savings  banks  and 
loan  and  trust  companies  was  comparatively  small,  so  that 
in  writing  up  the  report  they  were  included  with  the  state 
banks.  The  returns  were  analyzed  by  the  writer  of  this 
report  and  presented  in  numerous  tables  in  the  report  of 
the  Comptroller  for  1896.  It  is  unnecessary  here  to  go 
into  great  detail  in  reviewing  the  report.  Suffice  it  to  say 
that  the  grand  total  deposits  of  the  5,530  banks  was 
$302,936,232.  Of  this  amount  0.6  per  cent  was  in  gold, 
0.5  per  cent  in  silver,  6.3  per  cent  in  currency,  and  92.5 
per  cent  in  credit  paper. 

Of  the  retail  deposits  the  aggregate  was  $26,536,930, 
and  of  this  amount  2.4  per  cent  was  in  gold,  3.2  per  cent 
in  silver,  26.7  per  cent  in  currency,  and  67.4  per  cent  in 
checks.  Of  the  aggregate  retail  deposits  about  $1 5,000,000 
were  in  the  six  States  of  Illinois,  Massachusetts,  Missouri, 
New  York,  Ohio,  and  Pennsylvania,  leaving  between 
$11,000,000  and  $12,000,000  for  the  rest  of  the  country. 
The  smallest  percentage  of  checks  in  retail  deposits  was 
shown  by  Indian  Territory,  with  52.7  per  cent ;  New  Hamp- 
shire was  next,  with  53.2  per  cent,  while  the  largest  per- 
centage of  checks  was  in  Kentucky,  which  had  77.4  per 

cent. 
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The  bank  returns  were  supplemented  with  data  secured 
directly  from  merchants  in  several  places  and  also  with  cer- 
tain calculations  as  to  the  probable  practice  and  expenditures 
of  various  classes  of  people.  After  all  allowances,  includ- 
ing the  omission  of  $100,000,000  from  the  deposits  of  "all 
others  "  to  allow  for  speculative  transactions,  the  conclusion 
was  reached  that  80  per  cent  was  a  fair  estimate  of  the  total 
proportion  of  the  deposits  of  the  day  made  in  credit  paper. 

CRITICISM  OF  THESE  AMERICAN  INQXHRIES. 

The  first  obvious  criticism  to  be  made  upon  the  earlier 
inquiries  in  this  country  is  that  they  called  for  the  total 
receipts  of  the  banks  on  a  given  day.  Receipts,  of  course, 
are  different  from  deposits,"  for  they  include  checks  pre- 
sented for  collection  and  not  credited  until  the  collection 
is  made.  The  percentage  of  credit  transactions  is  calcu- 
lated too  commonly,  moreover,  on  the  basis  of  the  inclu- 
sion of  clearing-house  certificates. 

Still,  again,  the  returns  in  the  earlier  inquiries  in  this 
country  were  criticised  because  they  were  received  from 
a  limited  number  of  banks.  National  banks  only  were 
used,  but  at  the  times  when  the  investigations  were  made 
these  banks  formed  a  larger  proportion  of  the  total  number 
of  banks  in  the  country  than  they  do  now. 

The  report  of  the  inquiry  of  1894  is  to  be  criticised  for 
not  giving  aggregate  of  deposits  as  well  as  percentages,  and 
for  the  omission  of  the  percentages  of  deposit  by  the  vari- 
ous classes  of  dealers.  The  present  writer,  who  made  that 
report,  did  not  realize  at  the  time  how  helpful  the  per- 
centages would  have  been  if  classified  by  trades. 

"The  word  "  deposits  "  was  used  in  the  inquiries  of  1894,  1896,  and  1909. 
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A  criticism  which  has  been  made  on  the  inquiry  of  1896 
is  that  the  returns  were  obtained  for  a  settlement  day. 
Deposits  on  such  a  day  would,  it  is  ,urged,  show  a  larger 
proportion  of  credit  paper  than  on  other  days.  This 
criticism  will  be  discussed  later  on  in  connection  with  the 
present  investigation,  as  will  also  the  further  question 
whether  bank  deposits  of  merchants  may  be  taken  fairly 
to  represent  the  method  of  payment  of  their  customers. 

The  present  inquiry. 

The  questions. — ^The  present  inquiry  is  undertaken  by  the 
National  Monetary  Commission  in  connection  with  its 
attempt  to  secure  all  possible  information  as  a  basis  for 
its  report  to  Congress.  After  careful  consideration  and 
consultation  with  a  number  of  bankers  and  students  of 
finance,  and  representatives  of  the  Commission,  as  well  as 
the  Comptroller  of  the  Currency,  it  was  decided  to  adhere 
to  the  general  form  of  the  inquiry  of  1896.  It  was  desired 
to  secure  for  purposes  of  comparison  the  deposits  classi- 
fied as  at  the  earlier  date,  and  certain  additional  informa- 
tion was  asked  for  in  order  to  throw  some  side  Ught  on  the 
inquiry.  Following  is  the  circular  letter  and  blank  form 
which  was  sent  out  by  the  Comptroller: 

Treasxiry  Department, 

Washington,  March  i,  1909. 
To  the  Cashier: 

Sir:  The  National  Monetary  Commission,  created  by 
an  act  of  Congress  on  May  30,  1908,  is  seeking  information 
concerning  the  bank  deposits  and  the  proportion  of  pay- 
ments made  on  an  average  throughout  the  country  from 
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day  to  day  by  means  of  checks  and  similar  instruments 
of  credit.  On  several  occasions  in  the  past  the  Comp- 
troller has  made  requests  of  this  kind,  but  the  last  such 
inquiry  was  made  thirteen  years  ago.  It  is  desired  on 
this  occasion  to  obtain  returns  as  complete  and  repre- 
sentative as  possible  and  to  get  a  response  not  only  from 
the  national  banks  but  from  state  and  private  banking 
institutions  of  all  kinds.  Similar  inquiries  are  being  made 
for  the  Monetary  Commission  during  the  current  year  in 
England-,  France,  Germany,  and  other  European  countries 
for  purposes  of  comparison  with  the  practice  in  our  own 
country.  For  this  reason,  and  on  account  of  the  impor- 
tance of  the  present  investigation  and  of  the  purpose  for 
which  it  is  to  be  used,  it  is  earnestly  requested  that  the 
recipients  of  the  accompanying  blank  will  give  it  their 
best  attention  and  return  it  promptly  to  the  Comptroller 
in  the  inclosed  envelope  which  does  not  require  postage. 

Information  is  desired  as  to  the  number  and  classifica- 
tion of  depositors,  methods  of  paying  wages,  etc.,  as 
indicated  in  the  questions  relating  thereto.  The  statistics 
asked  for  will  be  published  only  in  a  general  summary, 
the  figures  for  the  individual  banks  being  treated  as 
confidential. 

Trusting  that  your  institution  will  give  me  all  the 
information  asked  for  and  that  you  will  find  it  possible 
to  transmit  your  report  promptly  after  March  i6,  I  am, 
Yours,  very  respectfully, 

Lawrence  O.  Murray, 

Comptroller  of  the  Currency. 
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[Please  fill  out  this  blank  after  the  close  of  business  March  i6,  1909.] 

March  i6,  1909. 
Lawrence  O.  Murray, 

Comptroller  of  the  Currency,  Washington,  D.  C. 

Sir:  I  submit  herewith  the  information  requested  in 

your  letter  of  March  i  : 

I.  Deposits  made  in  this  bank  on  March  16,  1909: 

[Cents  omitted.] 


Deposits  to  credit  of — 

Gold  coin. 

Silver 
coin. 

Paper 
currency. 

Checks, 

drafts, 

etc. 

Total. 

Retail  dealers 

$ 

$ 

$ 

$ 

$ 

Total 

1 

Estimated  amount  of  pay  rolls  paid  by  the  customers  of  this 
bank  in  cash  for  the  week  ending  March  13,  1909 

Estimated  amount  of  pay  rolls  paid  by  the  customers  of  this 
bank  by  check  for  the  week  ending  March  13,  1909 

Aggregate  amount  of  individual  deposits  at  close  of  busi- 
ness on  March  16,  1909 

Aggregate  amount  of  other  deposits,  including  the  balances 
of  other  banks  and  the  deposits  of  city.  State,  or  national 
governments  on  March  16,  1909 


6.  Total  number  of  accounts,  exclusive  of  bank  and  govern- 
ment accounts,  on  March  16,  viz:  Number. 

Accounts  with  balances  under  $500 

Accounts  with  balances  between  $500  and  $2,500 

Accounts  with  balances  over  $2,500 

To  indicate  the  character  of  your  bank,  please  put  check-mark  (>/)  oppo- 
site the  proper  name  in  list  below: 

National  bank.  Stock  savings  bank. 

State  bank.  Private  bank. 

Mutual  savings  bank.  Loan  and  trust  company. 

Respectfully, 

Cashier. 

City. 

State. 
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The  deposits  made  on  March  16  were  called  for.  This 
date  came  on  Tuesday,  so  that  the  returns  of  the  present 
inquiry  are  not  those  of  a  settlement  day,  and  conse- 
quently are  free  from  the  objection  made  in  connection 
with  the  previous  inquiry,  that  bank  deposits  on  settle- 
ment days  usually  show  a  larger  proportion  of  checks 
than  on  other  days.  This  objection  had  been  anticipated 
in  the  report  made  to  the  Comptroller  in  1896,  and  an 
effort  was  made  at  that  time  to  determine  whether  there 
was  any  important  variation  in  the  deposits  of  the  bank 
from  day  to  day  throughout  a  month  or  two.  As  shown 
in  that  report,  the  writer  got  information  from  several 
banks  showing  the  proportion  of  credit  paper  in  their 
deposits  daily  for  from  thirty  to  sixty  or  ninety  days. 
As  a  result  of  this  inquiry  he  formed  the  opinion  that 
there  was  no  important  difference  in  the  proportion 
of  credit  paper  on  settlement  days  and  other  days.  The 
reason  may  be  that  there  is  no  such  thing  as  a  general 
settlement  day  the  country  over.  At  any  rate,  the  present 
returns  for  a  nonsettlement  day  show  a  higher  propor- 
tion of  credit  paper  in  the  retail  class  of  deposits  than 
was  shown  by  the  deposits  for  a  settlement  day  in  1896. 
The  time  of  year  chosen  was  simply  a  matter  of  conven- 
ience for  those  making  the  inquiry.  As  shown  by  the 
circular,  certain  supplementary  questions  were  added,  as 
had  been  done  in  1896.  The  first  of  these  was  a  request 
for  the  estimated  amount  of  pay  rolls  paid  by  the  cus- 
tomers of  the  bank  in  cash  for  the  week  ending  March 
13,  and  also  the  amount  paid  by  check.  The  blank  also 
called  for  the  aggregate  amount  of  individual  deposits 
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at  the  close  of  business,  and  the  aggregate  amount  of 
other  deposits,  including  the  balances  of  other  banks  and 
the  deposits  of  city.  State,  or  National  Government,  if  any. 

Finally,  a  request  was  made  for  a  statement  of  the 
number  of  accounts  with  balances  under  $500,  the  number 
with  balances  between  $500  and  $2,500,  and  the  number 
with  balances  over  $2,500.  The  blank  was  sent  out  by 
the  Comptroller  to  all  the  banking  institutions  of  the 
country  known  to  him.  The  replies  were  sent,  of  course, 
to  the  Comptroller  and  forwarded  by  him  to  the  writer 
for  classification,  analysis,  and  report. 

It  may  not  be  out  of  place  to  say  a  word  about  the 
amount  of  labor  involved  in  putting  the  material  into 
shape  for  use.  The  blanks  were  received  by  the  writer 
early  in  May.  They  were  arranged  by  States  and 
classes  of  banks,  and  the  replies  from  each  State  num- 
bered serially.  The  returns  were  then  tabulated  on 
large  ruled  sheets,  each  bank  being  given  a  separate  entry 
for  the  replies  for  each  question.  The  figures  were  ar- 
ranged in  columns  to  correspond  to  the  columns  of  the 
circular  of  inquiry;  but  three  columns  were  used  for  the 
specie — one  for  gold,  one  for  silver,  and  one  for  the  total 
specie.  The  last  column  on  the  sheet  was  the  sum  of 
the  specie,  currency,  and  checks  from  each  bank.  The 
columns  were  then  added  independently,  and  in  every 
case  of  course  the  column  of  totals  had  to  equal  the 
sum  of  the  footings  of  the  specie,  currency,  and  checks. 
Where  a  discrepancy  was  found,  the  error  was  run  down, 
until  it  is  beUeved  that  the  figures,  as  finally  presented, 
are  very  free  from  mistakes. 
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From  these  primary  tables  supplementary  tables  were 
made,  as  shown  by  the  report,  presenting  the  data  in 
various  ways  from  various  points  of  view.  The  other 
data  called  for  in  the  circular  were  also  tabulated,  but 
it  is  not  necessary  to  go  into  the  details  of  the  method  of 
manipulation. 

The  percentages  are  made  out  to  one  decimal  place. 
They  were  found  mostly  by  the  sHde  rule  and  Crelle's 
Rechentafeln,  but  a  few  were  found  by  actual  division. 
Where  the  figure  is  less  than  o.i  per  cent,  it  is  omitted. 
For  this  reason  a  figiu-e  sometimes  occurs  for  the  per 
cent  of  total  specie  when  none  is  given  for  gold  and  silver 
separately. 

Before  taking  up  a  discussion  of  the  present  returns,  it 
is  interesting  and  worth  while  to  make  some  preliminary 
remarks  concerning  the  general  character  of  the  statistics, 
the  attitude  of  the  banks  toward  the  inquiry,  and  the 
character  and  form  of  the  replies. 

In  the  first  place,  all  questionnaires  and  inquiries  by 
means  of  circulars  are  under  suspicion  among  some 
people.  It  is  the  opinion  of  some  that  it  is  impossible 
to  frame  a  questionnaire  which  will  elicit  the  points  that 
are  of  importance  to  the  inquiry.  Of  course  it  is  true, 
as  those  familiar  with  statistical  investigations  need  not 
be  told,  that  it  is  quite  impossible  to  prepare  a  form  so 
phrased  as  to  preclude  the  likelihood  of  misinterpreta- 
tion or  to  secure  information  so  accurate  as  to  cover 
all  possible  variations  in  the  conditions  that  it  seeks 
to  investigate.  It  almost  seems  as  if  common  words 
were  turned  into  stumbUng  blocks  by  the  mere  fact  of 
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being  used  in  a  formal  way.  It  is  exceedingly  difficult 
to  get  a  uniform  interpretation  of  even  simple  questions 
and  terms.  The  present  investigation  is  no  exception 
to  these  experiences. 

For  example,  in  the  inquiry  of  1896  the  question  was 
asked:  "  Is  it  customary  in  your  community  to  pay  wages 
by  checks  ? "  Objection  has  been  made  to  the  phraseology 
of  this  question  by  one  keen  critic,  Prof.  E.  W.  Kemmerer." 
He  thinks  that  the  information  obtained  at  that  time  as  to 
the  proportion  of  wages  paid  by  check  was  inadequate  be- 
cause the  word  "customary  "  might  be  interpreted  to  mean 
either  "a  custom"  or  "the  custom"  and  that  small  States 
were  given  as  much  importance  as  large  ones  in  the  table. 

It  is  always  possible,  of  coiurse,  for  students  to  take  a 
sentence  and  find  various  meanings  for  a  word.  It  is  very 
doubtful,  however,  whether  one  man  in  a  thousand  in  the 
community  would  misunderstand  the  use  of  the  word 
customary  in  this  question-.  The  business  man,  when 
asked  such  a  question,  does  not  stop  to  analyze  the  possi- 
bility of  various  interpretations.  If  asked  what  is  the 
custom  in  yotu:  community  with  reference  to  a  certain 
matter,  he  will  give  an  answer  which  conveys  his  impres- 
sion of  what  is  the  general  practice.  He  will  not  stop  to 
say  that  Jones  always  does  this,  but  Smith  never  does. 
The  idea  that  he  will  convey  in  his  answer  is  that  if  the 
majority  or  a  considerable  proportion  of  the  people  do  this 
way,  then  this  is  the  custom  of  the  community.  A  ques- 
tion to  be  sent  out  for  purposes  of  this  kind  must  be  framed 
in  ordinary  language  and  from  the  point  of  view  of  the 

o  Money  and  Prices,  Cornell  Studies,  1907,  y.  106. 
37 


National    Monetary     Commission 

people  who  read  it  and  not  from  the  point  of  view  of  possi- 
ble critical  analysis  by  professors  and  other  students. 

Still  it  seemed  better  to  change  the  phrasing  of  the  ques- 
tions with  reference  to  wage  payment.  It  can  hardly  be 
said,  however,  that  the  present  information  on  this  topic 
points  to  a  more  definite  conclusion. 

General  discussion  of  the  statistics. — In  reading  over 
statistics  so  voluminous  and  drawn  from  so  many  different 
sources  one  naturally  wonders  whether,  after  all,  the 
figures  are  very  reliable  or  of  great  utility.  It  is  true,  of 
course,  of  statistical  matter  generally  that  it  presents  a 
case  or  a  subject  only  partially  and  with  a  great  many 
imperfections  and  defects.  Nevertheless,  if  the  figures 
are  carefully  collected  and  properly  grouped  and  inter- 
preted, there  is  no  doubt  that  such  collections  of  figures  as 
we  are  about  to  discuss  present  a  picture  of  the  general 
conditions  of  activity  which  they  are  designed  to  represent 
and  from  which  they  are  drawn.  It  is  important  that  we 
be  certain  of  their  general  accuracy,  the  honesty  with 
which  they  are  given,  and  the  honesty  with  which  they  are 
grouped  and  manipulated.  Assuming  these  conditions, 
we  may  rely  on  the  conclusions  as  presenting  the  general 
features  at  least  of  the  situation. 

It  is  often  assumed  by  critics  of  such  investigations  that 
the  statistics  can  not  be  relied  on  because  the  banks  are  not 
interested  in  such  inquiries  and  are  careless  about  making 
returns.  The  writer,  having  examined  all  the  rettims  in 
the  present  inquiry,  as  well  as  in  that  of  thirteen  years  ago, 
and  having  read  the  numerous  letters  which  correspond- 
ents have  sent,  without  being  requested  to  do  so,  in  con- 
nection with  their  returns,  is  convinced  that  there  is  not 
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only  a  widespread  interest  in  the  inquiry,  but  that  the  cor- 
respofidents  have  been  careful  as  a  rule  to  give  the  figures 
as  accurately  as  they  could,  according  to  their  understand- 
ing of  the  question.  In  the  present  inquiry,  the  interest  of 
the  correspondents  has  been  evinced  in  many  ways.  In 
one  of  the  larger  cities  of  the  country,  for  example,  repre- 
sentatives of  the  banks  associated  in  the  clearing  house,  on 
receiving  these  blanks,  were  sufl&ciently  interested  to  get 
together  and  discuss  the  purpose  and  meaning  of  the  ques- 
tions and  decide  upon  a  plan  whereby  the  replies  from  that 
city  would  be  based  upon  a  uniform  interpretation.  Sev- 
eral letters  written  by  individual  bank  officers  express  their 
interest,  indicating  that  although  the  compilation  of  the 
returns  required  a  good  deal  of  time  and  therefore  sub- 
jected the  bank  to  considerable  expense,  they  were  glad  to 
comply  with  the  request.  Indeed,  the  general  interest  of 
all  classes  of  banks  is  shown  by  the  large  number  of  replies. 
The  interest  extended  not  only  to  national  bank  officers 
but  to  the  officers  of  other  classes  of  banks.  The  officers 
of  some  banks  who  by  mischance  failed  to  receive  blanks, 
nevertheless  having  seen  notices  of  the  inquiry  and  the 
form  of  the  blank  in  the  newspapers,  sent  in  the  informa- 
tion wanted.  The  examining  officers  of  the  state  banks  in 
the  various  States,  such  as  the  state  auditors,  also  evinced 
great  interest  and  were  very  helpful  in  the  inquiry  by 
lurging  upon  the  banks  under  their  jurisdiction  a  full  and 
prompt  compliance  with  the  Comptroller's  request.  For 
all  of  this  willing  response  the  commission,  the  writer,  and 
the  public  in  general  certainly  owe  a  debt  of  gratitude  to 
those  who  went  to  so  much  trouble. 
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The  day  selected. — In  the  inquiry  of  1896  the  day 
selected  for  securing  information  was  the  settlement 
day  nearest  the  first  Monday  of  July.  It  has  been 
objected  by  critics  of  the  report  of  1896  that  a  settle- 
ment day  is  not  representative  of  the  ordinary  day-to-day 
deposits  of  the  business  men  of  the  country,  particu- 
larly of  the  retail  tradesmen.  Supplementary  inquiries 
made  in  1896  seemed  to  show  that  there  really  was  little 
or  no  difference  in  the  proportion  of  checks  and  other 
credit  documents  deposited  from  day  to  day  through- 
out a  month  or  two  and  the  percentage  determined 
by  the  returns  of  the  banks  on  the  day  chosen.  The 
writer  is  convinced  that  this  is  true,  not  only  from  hav- 
ing gone  through  the  books  of  several  banks  at  the  time 
of  the  inquiry  of  1896,  but  as  a  result  of  considerable 
inquiry  here  and  there  among  bankers.  The  returns  of 
the  present  inquiry  confirm  this  opinion.  The  day 
selected  is  not  a  settlement  day,  yet  the  proportion  of 
credit  documents  in  retail  trade  runs  even  higher  than 
it  did  in  1896  or  in  1894. 

Of  course  the  habits  of  the  people  in  the  matter  of 
paying  by  check  may  have  changed  somewhat  in  that 
time;  but  even  if  so,  it  is  doubtful  whether  it  can  have 
changed  so  greatly. 

Moreover  we  must  remember  that  a  good  many 
monthly  accounts  are  probably  settled  with  money 
instead  of  checks.  If  a  person  is  in  the  habit  of  paying 
by  check,  he  would  very  likely  pay  a  month's  accoimt 
or  a  day's  purchase  of  any  importance  with  a  check. 
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If  he  is  in  the  habit  of  paying  money,  he  will  pay  both 
accounts  with  money. 

As  indicated  in  what  has  just  been  said,  other  critics 
have  urged  that  one  day,  whether  a  settlement  day  or 
a  nonsettlement  day,  is  not  enough  to  give  a  fair  idea 
of  the  character  of  the  receipts  of  business  men,  to  say 
nothing  of  the  habits  of  the  people  of  the  coimtry  in 
settling  accounts.  No  reason  has  ever  been  given  for 
this  opinion,  excepting  that  one  day  is  one  day  out  of 
three  hundred  and  sixty-five  in  the  year.  It  should  be 
noted,  however,  that  the  various  inquiries  have  been 
made  on  different  dates,  and  the  results  have  been  sub- 
stantially the  same.  It  should  be  noted  further,  as 
remarked  in  the  preceding  paragraph,  that  so  far  as  a 
direct  inquiry  has  been  made  upon  this  point  the  tes- 
timony of  bankers  and  the  evidence  from  their  books 
is  that  one  day  is  typical.  There  are  many  banks  in 
the  country  of  which  this  is  not  true. 

If  the  settlement  day  selected  in  1896  were  not  typical, 
because  it  would  show  an  undue  proportion  of  checks 
in  the  deposits,  a  nonsettlement  day  ought  to  show  an 
undue  proportion  of  cash.  The  opposite  is  the  fact. 
If  one  day  which  was  a  settlement  day  was  not  typical, 
one  day  which  is  a  nonsettlement  day  ought  to  be  as 
nontypical  in  the  opposite  direction.  The  contrary  is  the 
fact  brought  out  by  the  figures  in  the  present  inquiry. 

In  discussing  the  returns  of  settlement  days,  more- 
over, we  must  not  forget  that  a  settlement  day  is  not 
the  same  for  all  classes  of  business,  nor  for  all  classes 
of  purchasers,  nor  for  all  parts  of  the  country.     Many 
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retail  business  men  consider  a  customer  sufficiently 
prompt  if  he  settles  a  month's  account  within  ten  days 
after  receiving  his  bill,  while  others  expect  payment 
the  next  day.  Not  a  few  accoxmts  are  settled  semi- 
monthly, instead  of  monthly,  and  still  others  are  set- 
tled quarterly.  There  is  ground  for  thinking  that  the 
distribution  of  settlement  days  is  such  as  to  reduce  ma- 
terially what  would  otherwise  be  a  disproportion  of 
the  amount  of  credit  paper  in  bank  deposits  on  those 
days. 

We  may  fairly  conclude  therefore  that  for  pturposes 
of  such  inquiries  almost  any  day  will  do,  because  of 
the  vast  extent  of  our  country,  the  large  number  of 
banking  institutions  that  send  replies,  and  the  multi- 
fariousness of  the  business  involved.  The  habits  of 
our  people  and  the  customs  of  widely  separated  com- 
munities are  likely  to  be  very  different  from  what  they 
would  be  if  our  population  were  condensed  into  a  small 
area,  like  England  or  Belgium. 

General  criticism  of  the  replies. — As  has  been  remarked, 
the  inquiry  was  sent  to  all  the  banking  institutions  in 
the  country  known  to  the  Comptroller.  This  number 
was  about  25,000.  Notwithstanding  the  interest  and 
care  exhibited,  there  were,  of  course,  a  great  many  who 
filled  out  the  blanks  carelessly  and  with  an  apparent 
lack  of  appreciation  of  the  public  importance  of  such 
an  inquiry  and  the  moral  obligation  on  individual  citi- 
zens to  do  what  they  can  to  help  on  the  progress  of 
enlightenment  in  all  matters  of  such  public  interest. 
Perhaps  the  most  smprising  thing  in  the  study  of  the 
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returns  was  the  necessity  of  checking  up  additions, 
because  of  the  numerous  errors  in  addition  made  in  the 
original  blanks.  This  defect  has  been  noticed  in  ear- 
lier inquiries.  There  was  not  a  very  large  number  of 
such  blanks,  but  the  fact  that  there  were  some  and 
that  there  was  no  certainty  as  to  when  an  error  would 
be  found  made  it  necessary  to  check  up  all.  Of  the 
total  number  of  blanks  sent  out,  12,190  were  returned. 
Of  this  number  698  were  rejected,  leaving  11,492  which 
were  used  in  making  the  report. 

The  reasons  for  the  rejection  of  nearly  700  blanks  were 
numerous.  Some  gave  all  deposits  as  retail  deposits, 
some  gave  them  as  wholesale  only,  some  gave  them  as  the 
deposits  of  "  all  others,"  and  some  entered  only  aggregate 
deposits  on  the  day  in  question.  When  a  blank  was  found 
which  had  entries  only  under  retail  deposits  it  was  scruti- 
nized to  determine  whether  the  entry  was  correct  or  whether 
the  total  deposits  of  the  day  had  been  entered  under  the 
head  of  "  retail."  In  many  cases  accompanying  letters  gave 
a  clew  to  the  determination  of  this  question.  Where  there 
was  any  doubt  the  returns  were  calculated  in  the  "all 
others ' '  rather  than  in  the  ' '  retail. ' '  The  number  rej  ected 
on  this  accoimt  was  not  very  large. 

The  same  remarks  apply  to  those  which  returned  all  de- 
posits as  wholesale,  all  others,  or  aggregate.  There  were 
some  cases  in  which  this  was  a  correct  return,  as  accom- 
panying letters  showed. 

Blanks  which  gave  the  aggregate  deposits  of  gold  coin, 
silver  coin,  currency,  and  checks,  without  classifying  them 
according  to  depositors,  were  not  used.     It  may  be  said, 
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however,  that  in  no  case  did  any  one  of  these  present  any 
striking  differences  from  the  general  run  of  the  repUes  in 
regard  to  the  proportion  of  credit  documents  in  the  aggre- 
gate deposits.  A' good  many  of  the  blanks  were  rejected 
because  the  aggregate  deposits  of  the  day  were  all  entered 
under  one  head  instead  of  being  classified.  For  example, 
one  blank  from  West  Virginia  reported  a  receipt  of  nearly 
$250,000  in  gold  coin  from  the  three  classes  of  depositors 
on  the  1 6th  day  of  March.  Farther  on  in  the  blank  the 
aggregate  deposits  at  the  close  of  business  on  the  day  in 
question  are  given  as  a  trifle  over  $200,000.  The  inaccu- 
racy of  such  a  statement  is  too  obvious  to  need  comment. 

In  the  case  of  a  good  many  rejected  blanks  the  persons 
who  made  them  out  evidently  read  them  carelessly,  for 
they  gave  the  same  figure  for  the  deposits  of  the  day  as  is 
given  lower  down  in  the  blank  for  the  aggregate  deposits  of 
the  bank  at  the  close  of  business. 

One  or  two  made  the  strange  and  inexplicable  mistake 
of  giving  not  the  deposits  of  the  day,  but  the  aggregate 
deposits  of  the  bank,  and  yet  returned  them  classified  as 
gold,  silver,  currency,  etc.,  for  different  classes  of  dealers. 

Probably,  however,  the  largest  proportion  of  those  re- 
jected were  thrown  out  because  they  gave  no  information 
at  all  in  answer  to  the  first  question,  but  filled  out  carefully 
the  answers  to  the  other  questions.  These  are  helpful, 
however,  in  discussing  the  later  questions.  Probably  half 
or  more  of  the  rejections  were  due  to  this  cause. 

As  already  stated,  some  banks  returned  all  deposits 
under  "retail,"  and  others  all  under  "wholesale."  Where 
possible,  these  were  properly  entered.     But  in  so  far  as 
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deposits  returned  as  retail  were  not  realty  so  and  were  not 
detected  as  not  being  so,  the  total  retail  deposits,  of  course, 
will  be  too  large.  The  same  is  true  of  the  total  wholesale 
deposits  in  so  far  as  the  same  cause  of  error  was  at  work, 
but  the  error  in  either  case  is  trifling.  It  can  not  amount 
to  more  than  a  few  thousand  dollars  in  the  total  retail  de- 
posits or  in  the  total  wholesale.  The  probability  is  that 
if  there  is  any  error  due  to  bad  classification  by  the  corre- 
spondents, it  tends  to  make  the  deposits  accredited  to  "all 
other"  depositors  large  at  the  expense  of  the  others,  for 
the  reason  that  it  is  easier  to  enter  the  returns  under  "all 
others  "  than  to  classify  them.  The  figures  given  for  retail 
trade,  however,  are  without  doubt  representative  of  retail 
trade  as  that  phrase  is  commonly  understood. 

Twenty  were  received  too  late  for  use,  and  the  seven 
blanks  received  from  Alaska  and  Hawaii  were  not  used 
because  they  were  so  few  that  their  use  would  reveal  the 
business  of  individual  banks.  Moreover,  they  were  hardly 
germane  to  the  purpose  of  the  discussion,  and  they  show 
no  marked  differences  from  those  received  from  banks  on 
the  continent. 

It  is  worth  while  noting  that  of  the  blanks  rejected  the 
proportion  of  the  national  banks  is  smaller  than  that  of 
any  of  the  others.  Of  the  national  bank  replies  1.7  per 
cent  were  rejected,  of  those  of  the  state  banks  7.4,  of  those 
of  the  private  banks  12.3,  of  those  of  the  stock  savings 
banks  13,  of  those  of  mutual  savings  banks  14.5,  of  those  of 
the  loan  and  trust  companies  7.2,  and  of  the  total  5.5. 

The  national  banks  are  more  accustomed  to  making  out 
forms,  and  probably  they  are  in  a  position  to  answer  such 
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questions  more  easily  than  any  of  the  other  classes  of 
banks.  On  the  whole,  there  seemed  to  be  a  large  amount 
of  careless  answering  from  the  state  and  private  banks. 
Obviously,  the  questions  in  some  cases  were  not  carefully 
read.  It  will  be  noticed  that  of  the  385  stock  savings 
banks  from  which  replies  were  received  1 83  were  in  Iowa, 
and  it  was  the  stock  and  the  mutual  savings  banks  whose 
replies  were  most  commonly  defective. 

Many  of  the  cashiers  of  the  savings  banks  evidently 
thought  that  it  was  not  the  intention  to  have  them  answer 
the  first  question  on  account  of  the  classification  of  deposi- 
tors and  so  omitted  it  altogether.  Nevertheless,  they 
gave  some  valuable  information  in  connection  with  the 
other  questions.  The  following  table  shows  the  total  num- 
ber of  replies  received  and  the  number  rejected  in  consider- 
ing question  i.  The  number  of  banks  giving  replies  is 
afterwards  entered  only  in  the  tables  of  aggregates  because 
not  all  banks  gave  returns  for  all  classes  of  depositors. 
The  States  with  the  largest  percentages  of  rejections  of 
replies  of  "all  banks"  are  Arkansas  and  Rhode  Island, 
each  having  14.2. 
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CI^ASSES   OP  BANKS   REPORTING. 

In  all  previous  inquiries  on  this  subject,  excepting 
that  of  1896,  no  effort  was  made  to  get  returns  from  banks 
other  than  national.  The  courteous  treatment  accorded 
the  inquiry  of  the  Comptroller  in  1896  showed  clearly 
that  bankers  of  all  classes  would  be  glad  to  give  informa- 
tion. Accordingly,  as  has  been  stated,  the  inquiry  was 
sent  to  all  classes  of  banks  and  the  interest  of  state 
banking  officers  was  enlisted  to  promote  the  cooperation 
of  the  state  and  private  banks  of  the  different  States. 

A  few  words  of  explanation  concerning  the  classifica- 
tion of  banks  is  therefore  desirable.  There  was  no  diffi- 
culty, of  course,  with  the  national  banks.  Every  bank 
with  a  national  charter  knew  how  to  classify  itself. 

In  a  few  cases  banks  thought  they  could  not  be  classified 
under  any  of  headings  in  the  circular,  and  therefore  entered 
themselves  tmder  the  head  of  "foreign  bank."  There 
were  not  more  than  half  a  dozen  of  these,  and  as  they 
are  probably  operating  under  state  charters  they  were 
classified  as  state  banks.  The  mutual  savings  banks, 
as  that  term  is  understood  in  Massachusetts,  and  the 
trustee  savings  banks,  as  the  phrase  is  used  in  New  York, 
were  classed  together.  Some  bank  officers  in  New  York, 
however,  seemed  to  think  that  the  savings  banks  of  New 
York  could  not  be  properly  classified  under  any  of  the 
headings  of  the  circular.  Whatever  reasons  there  may 
be  for  holding  this  view,  for  the  purposes  of  this  inquiry 
they  should  be  classed  with  those  of  Massachusetts. 
In  some  cases  a  bank  properly  entered  itself  under  more 
than  one  head.     Two  or  three  could  say  that  they  were 
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state  banks,  stock-savings  banks,  and  loan  and  trust 
companies.  Obviously,  what  was  meant  was  that  they 
were  loan  and  trust  companies  operating  under  a  state 
charter  and  doing  a  savings-bank  business  in  addition 
to  their  commercial  business.  They  were  classified  as 
loan  and  trust  companies. 

It  developed  that  a  great  many  national  banks  are 
carrying  savings  accounts.  These  wer^  obviously  sepa- 
rated in  the  reports  from  the  commercial  .accounts  in 
practically  all  cases.  In  answering  question  4  of  the 
circular,  however,  many  banks  included  the  savings  and 
commercial  accounts  without  distinction. 

Of  course,  the  classification  of  deposits  by  retail  dealers, 
wholesale  dealers,  and  all  others  was  hardly  applicable 
to  the  mutual  savings  banks.  Retvums  from  the  savings 
banks  tmder  the  head  of  "all  others"  alone  would  have 
been  entirely  satisfactory,  since,  of  course,  people  who 
deposit  in  savings  banks  do  so  as  individuals  and  not  as 
classes  of  business  men.  Nevertheless,  savings  banks 
evidently  endeavored  to  classify  their  deposits  exactly 
as  the  circular  called  for.  While,  for  purposes  of  discus- 
sion by  and  by,  we  shall  find  their  total  deposits  the  thing 
of  most  importance  without  reference  to  the  classification, 
it  is  interesting  to  note  that  a  good  many  tradesmen  are 
using  the  savings  banks. 

It  is  interesting  to  notice,  too,  the  distribution  of  the 
kinds  of  banks  from  which  repUes  were  received.  The 
state  banks  figure  less  prominently  in  the  Eastern  States 
than  in  the  Middle  West,  Northwest,  and  Southwest.  In 
the  New  England  States  and  in  New  York,  New  Jersey, 
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Pennsylvania,  Delaware,  Maryland,  Ohio,  and  Texas 
the  national  banks  are  much  in  excess  of  the  state  banks, 
in  nmnber.  The  difference  is  much  less  in  Illinois, 
Indiana,  Iowa,  Louisiana,  and  Oklahoma,  while  the 
state  banks  which  repHed  largely  outnumbered  the 
national  banks  in  California,  Georgia,  Kansas,  Louisiana, 
Michigan,  Minnesota,  Mississippi,  Missouri,  Nebraska, 
North  Carohna,  North  Dakota,  South  Carolina,  South 
Dakota,  and  Wisconsin. 

Of  the  759  private  banks  from  which  replies  were 
received  675  were  in  ten  States.  Illinois  had  the  largest 
number,  222;  Indiana  came  next  with  106;  and  the  other 
8  in  order  were  Iowa  95,  Ohio  78,  Michigan  57,  Missouri 
30,  New  York  23,  Colorado  23,  Pennsylvania  21,  and 
Texas  20. 

Of  the  385  repUes  from  the  stock-savings  banks,  183 
came  from  Iowa  and  113  from  California,  Michigan,  and 
Ohio  together.  The  remaining  89  are  pretty  evenly 
distributed  throughout  the  country. 

Of  the  409  replies  from  mutual  savings  banks,  under 
which  head  cooperative  savings  banks  of  all  kinds  not 
organized  for  profit  of  stockholders  were  included,  135 
came  from  Massachusetts,  95  from  New  York,  54  from 
Connecticut,  37  from  Maine,  and  the  rest  were  scattering. 
It  is  to  be  noted,  however,  that  so  far  as  the  returns  of 
this  inquiry  show,  this  class  of  banks  is  confined  to  the 
New  England  States  and  New  York,  California,  Delaware 
Indiana,  Maryland,  Minnesota,  New  Jersey,  Pennsylvania 
and  West  Virginia. 
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The  distribution  of  these  through  the  country  at  large 
is  much  more  uneven  than  that  of  the  stock-savings 
banks. 

Loan  and  trust  companies  reported  from  all  the  states 
excepting  Alabama,  Arizona,  Florida,  Louisiana,  Missis- 
sippi, Montana,  Nebraska,  Nevada,  New  Mexico,  North 
Dakota,  Oklahoma,  Oregon,  South  Dakota,  Texas,  Utah, 
Washington,  and  Wyoming.  The  states  from  which  the 
loan  and  trust  companies  are  absent  are  in  the  main 
those  which  may  be  said  to  be  without  great  commercial 
development. 

CLASSES   OF   BUSINESS   AND    CUSTOMS   AS   TO   METHODS   OP 

PAYMENT. 

It  seems  pretty  obvious  that  it  would  be  difficult  to 
mention  any  class  of  business,  in  any  kind  of  commimity, 
even  in  "retail  trade,"  of  which  it  could  be  said  with  assur- 
ance that  no  part  of  its  receipts  were  in  the  form  of  credit 
docunjents.  Given  a  community  in  which  the  habit  of 
paying  by  checks  is  well  developed,  the  question  whether 
a  given  purchase  will  be  paid  for  in  that  way  depends  prin- 
cipally on  two  things,  its  amount  and  time  of  payment. 
If  the  sale  is  a  "  cash  sale  "  it  is  likely  to  be  paid  for  with  a 
check  according  as  its  value  is  $i,  $5,  or  more.  By  some 
people  the  dollar  purchase  would  be  paid  for  by  check 
The  instances  are  not  few  in  which  checks  are  drawn  for 
sums  smaller  than  $1.  If,  on  the  other  hand,  the  sale  is  a 
"charged  sale"  to  be  settled  at  the  beginning  of  the  fol- 
lowing month  or  at  the  end  of  some  designated  credit 
period,  it  will  very  likely  be  paid  for  with  a  check,  if  the 
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purchaser  is  in  the  habit  of  paying  with  checks;  otherwise 
it  will  be  paid  with  money;  for  it  seems  to  have  been 
forgotten  in  all  statements  about  the  disproportion  of 
credit  paper  in  the  deposits  of  so-called  settlement  days 
that  even  a  month's  account  will  be  paid  with  money  by 
people  who  are  not  in  the  habit  of  using  checks.  It  is 
probably  true,  however,  that  the  larger  proportion  of 
charged  sales  are  made  by  people  who  are  in  the  habit 
of  paying  with  checks. 

If,  now,  we  consider  the  character  of  various  kinds  of 
retail  business  it  will  be  evident  that  we  might  guess  before- 
hand that  in  certain  kinds  of  business  the  proportion  of 
credit  paper  received  in  payment  would  be  pretty  large, 
while  in  others  it  would  be  pretty  small  or  entirely  disap- 
pear. No  evidence  exists  to  show  that  it  disappears 
altogether  in  any  kind  of  business,  although  it  undoubtedly 
does  vanish  in  the  case  of  a  great  many  individual  stores 
in  every  business.  A  short  discussion  of  some  of  these 
points  will  help  us. 

The  grocer's  sales  to  the  people  who  enter  his  store  from 
day  to  day  are  both  cash  sales  and  charged.  A  cash  sale 
of  such  a  character  that  the  purchaser  will  likely  take  the 
goods  with  him  will  almost  always  be  paid  for  with  money, 
even  in  communities  where  most  of  the  customers  are  per- 
sonally known.  If  it  is  a  sale,  for  example,  to  a  family 
whose  income  is  $15  or  $20  a  week  and  it  is  charged,  it  will 
very  likely  be  paid  for  with  money,  provided  the  family  is  of 
the  wage-earning  class.  It  is  just  as  likely  to  be  paid  with 
a  check  as  with  money  if  the  purchaser  belongs  to  the 
professional  or  semiprofessional  class.     A  bookkeeper  or 
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clerk  whose  total  yearly  income  is  $i,ooo  is  not  unlikely 
to  be  a  check  user,  whereas  a  carpenter  or  bricklayer  with 
the  same  annual  wages  will  not  be. 

Now,  single  purchases  made  in  the  average-sized 
grocery  in  a  country  town  are  moderate  in  value,  and  yet 
of  sufficient  value  to  justify  payment  by  checks  in  a  large 
number  of  cases  by  people  who  are  in  the  habit  of  paying 
in  that  way.  The  individual  purchases  at  any  one  time 
in  a  confectionery  store  or  the  ordinary  drug  store,  on  the 
other  hand,  assuming  again  that  the  customer  is  known,  are 
usually  so  small  that  if  they  are  cash  sales  they  will  very 
likely  be  paid  for  in  money.  One  does  not  draw  a  check 
to  pay  for  a  dish  of  ice  cream  or  a  dime's  worth  of  candy, 
or  a  bottle  of  medicine  filled  on  a  physician's  prescription. 
The  small  sales  when  charged,  however,  make  an  aggregate 
which  makes  the  use  of  the  check  evident.  If,  however, 
the  purchase  is  one  that  aggregates  $i,  $5,  or  more,  even 
though  a  cash  sale,  it  may  be  paid  by  check. 

If  we  consider  the  business  of  the  furniture  dealer,  we 
see  that  the  average  purchase  here  is  considerable,  so  that 
we  would  expect  a  larger  proportion  of  checks  in  his  pay- 
ments than  in  the  case  of  the  druggist,  for  example.  It  is 
evident  that  if  the  total  receipts  of  the  business  in  a  com- 
munity such  as  we  have  in  mind  are  made  up  mostly  from 
a  large  number  of  sales,  each  small  in  volume,  we  are 
likely  to  find  a  larger  proportion  of  money.  But "  small  in 
volume  "  is  a  relative  term.  What  would  be  a  small  single 
sale  here  would  be  a  large  one,  for  example,  in  many  a 
small  shop  in  Berlin.  What  is  in  the  writer's  mind  in 
using  the  phrase  "small  sale"  may  be  described,  perhaps, 


55 


National    Monetary    Commission 

as  a  sale  less  than  $5.  Consequently  we  would  expect  a 
large  proportion  of  checks  also  in  the  receipts,  for  example, 
of  custom  tailors,  jewelers,  coal  dealers,  and  lumber  deal- 
ers. The  average  purchase  in  the  field  of  each  class  of 
these  is  considerable.  The  confectioner,  the  barber,  the 
notion  store,  on  the  other  hand,  each  has  a  small  average 
single  sale.  Here  we  would  expect  the  volume  of  checks 
received  in  payment  to  run  down. 

Circumstances  alter  considerably  if  we  take  the  case  of  a 
large  city  like  New  York  or  Chicago,  where  customers  are 
nearly  all  personally  tmknown  to  the  sellers  of  the  goods. 
A  stranger  would  not  think  of  going  into  Wanamaker's  in 
Philadelphia,  or  R.  H.  White's  in  Boston,  or  Marshall 
Field's  or  "The  Fair"  in  Chicago,  and  oflfering  to  pay  a 
$5  purchase  with  a  check.  Of  course,  this  is  done.  It 
is  not,  however,  done  without  trouble.  The  percentage 
of  checks  in  the  receipts  of  certain  stores  in  the  Loop  dis- 
trict of  Chicago,  to  be  given  later  on,  may  therefore  be 
taken  as  a  fair  average  of  the  proportion  of  payments 
made  with  checks  by  the  middle  class  of  people,  in  so  far 
as  they  purchase  at  places  where  they  are  not  personally 
known.  Many  of  them  will  pay  bills  at  other  places,  how- 
ever, with  checks.  Consequently  the  average  given  for 
these  stores  can  not  be  taken  as  the  true  average  of  the 
proportion  of  payments  made  with  checks  even  by  this 
class  of  people.  It  is  too  low.  We  must  remember,  too, 
that  although  the  purchasers  in  these  stores  represent  the 
great  group  of  the  middle-class  purchasers,  the  total  vol- 
ume of  their  purchases  may  be  less  than  that  of  a  smaller 
class  above  them    and  that  the  average  percentage  of 
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check  payments  for  the  whole  country  is  raised  by  the 
latter. 

If  one  would  find  the  store  in  which  the  proportion  of 
cash  reaches  its  maximum,  he  should  seek  a  store  each  of 
whose  single  purchases  is  of  small  value,  like  cigars  or 
candy  or  "knick  knacks;"  whose  clientele  is  exclusively 
of  the  class  of  day  laborers  and  people  unknown  personally 
to  the  dealer.-  One  would  find  such  a  store  on  lower 
State  street  in  Chicago,  or  on  Milwaukee  avenue,  or  on  the 
east  side  in  New  York.  Even  here,  however,  the  chance 
customer  of  means,  whom  the  dealer  is  glad  to  welcome 
once  in  a  while,  will  come  in  and  give  his  check  for  a  box 
of  cigars,  or  enough  Christmas  toys  to  make  a  group  of 
children  in  a  neighborhood  house  happy  at  some  season 
of  the  year,  or  for  some  purchase  arising  from  unusual  cir- 
cumstances of  that  kind.  In  fact,  the  retail  trade  of  the 
country  shows  that  the  habit  of  paying  by  check  has  prob- 
ably reached  down  in  some  measure  to  all  economic  classes 
of  the  community  whose  income  is  $i,ooo  or  more,  pro- 
vided they  are  other  than  what  are  classified  as  manual 
laborers. 

THE   RETAIIv   RETURNS. 

The  following  table  shows  the  retail  returns  of  the 
present  inquiry : 
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DISCUSSION  Ot  TABI.es. 

Retail  deposits  of  national  banks. — These  returns  are 
classified,  as  has  been  indicated,  by  banks  and  classes 
of  deposits.  Of  the  national  banks  5,452  sent  in  replies 
which  were  used.  The  aggregate  amount  deposited  by- 
retail  dealers  in  these  banks  on  the  day  in  question  was 
$38,623,169.  Of  this  total,  $28,846,102,  or  74.7  per  cent, 
was  in  checks;  $8,066,669,  or  20.9  per  cent,  in  currency; 
and  $1,710,398,  or  4.4  per  cent,  in  coin.  The  State  in 
whose  deposits  the  largest  per  cent  of  checks  appears  is 
New  York,  with  86.6  per  cent.  The  State  showing  the 
smallest  per  cent  was  Rhode  Island,  with  58.9  per  cent. 
Thirty  States  show  a  percentage  of  credit  instruments  in 
retail  deposits  of  70  or  more.  Sixteen"  show  a  percentage 
higher  than  60  and  less  than  70. 

Retail  deposits  of  state  hanks. — The  retail  deposits  of  the 
state  banks  aggregated  $15,527,047  from  4,288  banks. 
The  checks  amounted  to  $10,888,663,  o^"  7°  P^r  cent,  as 
compared  with  74.7  of  the  national  banks.  The  currency 
amounted  to  $3,678,578,  or  23.8  per  cent;  the  specie  to 
$959,806,  or  6.2  per  cent,  almost  equally  divided  between 
gold  and  silver.  The  highest  per  cent  shown  by  the 
returns  of  any  State  was  88  in  the  case  of  Wyoming. 
It  should  be  noted,  however,  that  the  aggregate  deposits 
of  the  12  banks  reported  for  Wyoming  were  only  $32,995. 
The  State  whose  returns  show  the  lowest  per  cent  among 
the  state  banks  is  Oklahoma,  with  45.2  per  cent.  Twenty- 
two  States  returned  percentages  of  70  or  more,  but  less 
than  88,  while  seventeen  show  percentages  of  60  and 
less  than  70.     The  lowest  percentage  of  checks  in  deposits 
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was  that  of  the  state  banks  in  the  District  of  Columbia. 
The  figure  is  41.8.  It  will  be  noted  that  the  percentages 
of  the  District  of  Columbia  were  lowest  for  the  national 
banks  also.  It  will  be  noted  also  that  Wyoming,  which 
stands  highest  in  the  per  cent  of  checks  returned  in  the 
state  banks,  stands  second  with  82.1  per  cent  according 
to  the  returns  from  the  national  banks. 

Retail  deposits  of  the  private  hanks. — ^The  number  of 
private  banks  whose  returns  were  used  was  665.  The 
aggregate  deposits  returned  to  the  credit  of  retail  dealers 
was  $867,009.  Of  this  amount  $593,077,  or  68.4  per  cent, 
was  in  checks.  The  highest  percentage  returned  was  that 
of  Idaho,  92.9.  This,  however,  was  from  only  one  bank. 
Utah  returned  92  per  cent  from  two  banks;  Wyoming 
90.2  per  cent  from  one  bank.  More  than  one-third  of  the 
total  returns  were  from  203  private  banks  in  Ilhnois ;  and 
these  show  69.8  per  cent  of  checks  and  other  credit  paper 
deposited.  Mississippi  makes  the  very  remarkable  show- 
ing of  I  per  cent  of  credit  documents,  but  the  returns  are 
from  only  one  bank  and  aggregate  only  $203.  The  figure 
therefore  has  no  significance  for  the  average. 

Fourteen  States  and  the  District  of  Columbia  gave  no 
returns  from  private  banks.  Nineteen  of  those  reply- 
ing returned  percentages  of  checks  higher  than  70.  Six 
showed  percentages  between  60  and  70  and  nine  between 
50  and  60.  Aside  from  that  of  Mississippi,  already  noted, 
the  lowest  per  cent  of  checks  in  the  deposits  was  in  Ala- 
bama, 26.2.     Here,  again,  only  one  bank  was  represented. 

If  we  consider  only  those  banks  of  this  group  which 
returned  deposits  of  $10,000  or  more  from  not  less  than 
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eight  banks — those  of  Colorado,  Illinois,  Indiana,  Iowa, 
Michigan,  Missouri,  New  York,  Ohio,  Pennsylvania,  South 
Dakota,  and  Texas — we  find  that  the  percentages  range 
from  5 1. 1  in  Michigan  to  87.5  in  South  Dakota. 

Retail  deposits  of  loan  and  trust  companies. — Of  these 
institutions  401  reported  aggregate  retail  deposits  of 
$5,039,511  made  on  the  day  in  question.  Of  this  amount 
$3,708,249,  or  73.6  per  cent,  were  in  checks;  $1,235,071, 
or  24.5,  in  currency;  and  $96,191,  or  1.9,  in  specie,  the 
silver  being  $23,717  more  than  the  gold.  No  usable 
returns  of  this  class  were  received  from  Alabama,  Arizona, 
California,  Florida,  Georgia,  Iowa,  Kansas,  Kentucky, 
Louisiana,  Michigan,  Mississippi,  Montana,  Nebraska, 
Nevada,  New  Mexico,  North  Dakota,  Oklahoma,  Oregon, 
South  Dakota,  Tennessee,  Texas,  Utah,  Virginia,  Wiscon- 
sin, or  Wyoming. 

The  largest  per  cent  snown,  93.4,  was  in  the  State  of 
Colorado,  from  5  banks.  Missouri  comes  next  with  83.2 
per  cent  from  16  banks.  Minnesota  stands  next  with 
83  per  cent  from  2  banks.  New  York  has  81  per  cent 
from  58  banks. 

Pennsylvania,  with  returns  from  126  banks,  shows  69.9 
per  cent.  It  is  noticeable  that  in  this  group  there  are 
five  States  which  show  more  than  80  per  cent  of  retail 
deposits  of  these  companies. 

The  lowest  per  cent  returned  is  22.5  from  one  bank  in 
South  Carolina,  whose  deposits  of  this  class  on  the  day  in 
question  were  $1,579.  The  array  of  percentages  in  the 
loan  and  trust  companies  shows  a  greater  variation  than 
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in  the  case  of  the  three  preceding  classes  of  banking 
institutions. 

Retail  deposits  of  stock  savings  hanks. — ^The  aggregate 
deposits  of  this  class  returned  by  335  of  the  stock  savings 
banks  were  $377,495.  Of  this  amount  $241,877,  or  64.1 
per  cent,  was  in  checks;  $102,362,  or  27.1  per  cent,  was 
in  currency;  $33,256,  or  8.8  per  cent,  was  in  specie,  pretty 
evenly  divided  between  gold  and  silver,  but  with  a  pre- 
ponderance in  favor  of  the  gold  on  account  of  the  Cali- 
fornia deposits.  The  highest  percentage  of  credit  instru- 
ments returned  in  the  retail  deposits  of  this  class  of  banks 
was  96.4  from  two  banks  in  Missouri  with  aggregate 
deposits  of  $5,189. 

The  lowest  percentage,  7.2  per  cent,  is  shown  by  the 
deposits  of  two  banks  in  Louisiana  aggregating  $952. 
Two  banks  in  Virginia  with  $186  deposits  show  11.3  per 
cent  of  checks.  Six  banks  in  New  Hampshire  with  de- 
posits of  $1,102  show  19.5  per  cent;  two  in  Colorado  and 
Vermont  show  percentages  of  80  and  88.9  per  cent, 
respectively.  Four  States  give  percentages  higher  than 
70  and  four  between  60  and  70. 

Of  the  States  which  sent  replies  from  three  or  more 
banks  New  Hampshire  had  19.5  per  cent  of  credit  paper 
in  $1,102  deposits  in  six  banks. 

It  should  be  noted,  of  course,  in  considering  the  returns 
of  the  stock  saving  banks,  that  while  these  are  com- 
mercial banks  with  active  checking  accounts  in  the 
West,  in  States  like  Mississippi,  Louisiana,  and  New 
Hampshire,  they  are  probably  more  for  savings  accounts 
proper. 
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Retail  deposits  of  the  mutual  savings  banks. — ^That  the 
mutual  savings  banks  returned  any  deposits  for  retail 
dealers  as  such  is  due  doubtless  to  the  literalness  with 
which  the  officers  of  a  few  of  these  banks  interpreted 
the  circular  of  inquiry.  Strictly  speaking,  the  deposits 
in  the  mutual  savings  banks  should  all  be  included  in 
one  class.  Nevertheless,  as  a  matter  of  interest,  they 
are  presented  with  the  same  classification  as  in  the  case 
of  the  otha:  banks. 

We  find  that  $12,491  are  returned  as  deposited  by 
retail  traders.  Of  this  amount  $1,324,  or  10.6  per  cent, 
was  in  checks;  $9,944,  or  79.7  per  cent,  in  currency; 
$1,223,  or  9.7  per  cent,  in  specie,  $1,070  of  this  being 
in  gold,  practically  all  deposited  in  the  New  York  banks. 
The  amounts  involved  are  so  small  that  the  returns 
have  no  significance  whatever,  of  course,  as  referring 
to  the  class  of  dealers  to  whom  they  are  accredited. 

We  shall  find  the  same  thing  true  of  the  depositors 
classified  as  wholesale  dealers  in  the  mutual  savings 
banks.  Therefore  the  important  table  for  this  class 
of  banks  is  the  "all  others." 

Aggregate  retail  deposits. — Tables  III  and  IV  show  the 
aggregate  retail  deposits  according  to  the  usual  classifica- 
tion, by  states  and  classes  of  banks. 

The  aggregate  retail  deposits  were  $60,446,722.  Of 
this  amount  $44,279,292,  or  73.2  per  cent,  were  in  credit 
documents,  as  against  67.4  per  cent  in  1896;  $13,314,650, 
or  22  per  cent,  were  in  currency,  and  $2,852,780,  or 
4.8  per  cent,  were  in  specie,  pretty  evenly  divided  be- 
tween gold  and  silver.     The  largest  volume  of  deposits 
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is  in  the  returns  of  the  national  banks  and  the  percent- 
age of  checks  in  these  deposits  is  74.7,  the  highest  shown 
by  any  class  of  banks.  The  loan  and  trust  companies 
come  next  with  73.7  per  cent,  but  their  total  deposits 
were  only  about  one-eighth  of  those  of  the  national 
banks.  The  third  in  order  of  percentage  is  the  state 
banks  and  the  percentage  of  credit  paper  in  their  de- 
posits is  70  in  aggregate  deposits  of  fifteen  and  one-half 
millions,  or  about  40  per  cent  of  the  deposits  of  the 
national  banks.  The  private  banks,  with  aggregate  retail 
deposits  of  $867,009,  show  68.4  per  cent  of  checks,  while 
the  stock  savings  banks,  with  deposits  of  $377,495,  show 
$64. 1  per  cent  of  checks.  The  mutual  savings  banks  show 
12.3  percent  in  checks  in  deposits  of  $12,491.  The  re- 
turns of  the  mutual  savings  banks  are  of  no  importance 
in  the  discussion  of  retail  deposits  as  such. 

What  now  do  these  figures  mean?  What  is  the  sig- 
nificance of  this  73.2  per  cent,  which,  on  the  basis  of 
the  returns,  is  the  proportion  of  checks  deposited  by 
retail  merchants?  The  real  ihterest  of  such  an  inves- 
tigation as  this  centers  on  these  retail  deposits.  There 
has  never  been  any  dispute  of  the  statement  that  90 
per  cent  of  the  wholesale  transactions  of  the  country 
are  settled  ordinarily  by  means  of  credit  paper.  The 
contention  has  been  that  the  method  of  settlement  of 
wholesale  payments  gave  no  indication  of  the  habits  of 
the  people  with  reference  to  the  use  of  money  and  checks. 
To  meet  this  point  the  inquiries  of  1894,  1896,  and  1909 
have  sought  to  secure  a  classification  of  the  deposits 
of  the  retail  merchants. 
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It  is  very  clear  that  we  can  not  take  the  figures  on 
the  basis  of  the  returns  as  representing  exactly  the  pro- 
portion of  payments  made  by  the  people  of  this  coun- 
try with  checks  in  their  retail  purchases.  Various  allow- 
ances and  corrections  must  first  be  made  before  we  can 
reach  anything  like  a  satisfactory  conclusion. 

AI.LOWANCES  AND  CORRECTIONS. 

Banks  not  heard  from. — ^The  number  of  banks  whose 
reports  were  used,  as  already  indicated,  was  11,491;  the 
total  number  of  different  kinds  of  banking  institutions 
in  the  country  at  the  time  of  this  inquiry  is  not  exactly 
known.  The  i-eport  of  the  Comptroller  of  the  Currency, 
from  year  to  year,  purports  to  give  the  number  of  na- 
tional, state,  private,  and  other  banks,  and  for  the  year 
1908  the  number  given  is  25,000.  There  are  some  so-called 
banks,  however,  which  are  not  banks  in  the  ordinary 
sense  of  the  word.  For  example,  a  good  many  stock 
brokers  have  deposits  of  their  customers  waiting  for 
opportune  investments.  They  may  or  may  not  allow 
interest  on  these  accounts.  They  advertise  themselves, 
however,  as  doing  a  banking  business.  The  accounts 
are  not  checking  accounts,  nor  are  they  intended  to  be 
accounts  as  ordinarily  understood. 

On  April  28,  1909,  about  six  weeks  after  the  date  on 
which  the  deposits  were  called  for  in  this  inquiry,  there 
were  6,926  national  banks  reported  as  in  active  opera- 
tion. Of  the  whole  number,  5,551  replied  in  some  form 
to  this  inquiry,  and  the  returns  of  5,452  have  been  used — 
that  is,  80  per  cent  were  heard  from.     If  the  aggregate 
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retail  deposits  of  the  banks  not  heard  from  is  in  the 
ratio  of  their  number  to  the  whole  number,  the  amount 
to  be  added  to  the  deposits  received,  in  order  to  get  the 
aggregate  retail  deposits  of  all  the  national  banks  on  the 
date  in  question,  would  be  about  $9,655,000,  making 
the  aggregate  deposits  by  retail  dealers  in  all  the  national 
banks  of  the  country  on  the  date  in  question  about 
$48,285,000. 

The  Comptroller's  report  in  1908  gave  the  aggregate 
number  of  state  banks  reporting  as  1 1 ,220.  Of  this  num- 
ber 4,630,  or  41  per  cent,  sent  in  returns,  of  which  4,302 
were  used.  The  aggregate  retail  deposits  of  this  number 
was  $15,527,047.  If  we  increase  the  deposits  of  the 
retail  dealers  of  the  state  banks  for  the  nonreporting 
banks  in  the  proportion  of  those  reporting,  the  retail 
deposits  for  all  the  state  banks  of  the  country  would  be 
about  $38,000,000.     This  is  probably  too  large. 

By  similar  processes  of  calculation  the  deposits  of 
private  banks  by  retail  dealers  on  the  day  in  question, 
after  allowance  is  made  for  nonreporting  banks,  would 
be  $1,150,000.  For  stock  savings  banks,  which  are 
really  commercial  banks,  the  figures  would  be  $750,000 
for  the  aggregate  of  retail  deposits  on  the  day  in  question. 
For  loan  and  trust  companies  the  retail  deposits  thus 
figured  would  be  $7,600,000.  We  need  not  include  the 
mutual  savings  banks.     The  total  is  $95,000,000. 

It  is  doubtful,  however,  whether  it  is  fair  to  increase 
the  deposits  of  state  banks  and  private  banks  in  the  ratio 
of  the  number  reporting  to  the  number  not  reporting, 
for  the  state  and  private  banks  which  sent  in  replies 
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were  probably  in  the  main  located  in  the  larger  places. 
The  11,220  state  banks  reported  by  the  Comptroller 
had  $2,937,129,598  of  deposits.  This  is  an  average  of 
$261,000  for  each  state  bank.  The  average  individual 
deposits  of  the  national  banks  on  April  28  last  per  bank 
was  $656,000.  The  relative  commercial  importance  of 
the  national  bank  and  the  state  bank,  measured  by  the 
individual  deposits,  is  therefore  in  the  ratio  of  to  2.5  to  i. 
It  is  probably  greater  than  this.  In  allowing,  then,  for 
deposits  for  nonreporting  state  banks  it  would  be  fair 
to  add  a  smaller  sum  per  bank  than  the  average  shows. 
Moreover,  since  these  nonreporting  state  banks  were 
probably  the  smaller  banks,  the  amount  to  be  added  to 
the  check  deposits  should  be  proportionately  larger, 
because,  as  we  shall  see  later,  the  proportion  of  checks 
in  the  deposits  of  banks  in  agricultural  communities  runs 
very  high,  and  it  is  in  the  agricultural  communities  of 
the  West  that  we  find  the  stronghold  of  the  small  state 
commercial  banks. 

When  we  have  allowed  for  the  aggregate  deposits  of 
the  nonreporting  banks,  we  are  confronted  with  the 
question  what  proportion  we  shall  put  in  the  column  of 
checks  and  other  credit  documents.  It  has  been  urged 
in  the  past  in  the  discussion  of  this  topic  that  the  non- 
reporting  or  smaller  banks  will  likely  show  the  largest 
proportion  of  cash  in  their  deposits,  and  that  on  that  ac- 
count, in  making  allowances  for  their  returns,  the  propor- 
tion of  cash  entered  as  against  the  amount  of  checks 
should  be  larger.  The  present  inquiry  does  not  bear  out 
that  contention,  but  rather  the  opposite,  as  the  returns 
from  agricultural  districts  show. 
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After  we  have  made  allowances  for  the  nonreporting 
banks  in  the  column  of  checks  for  each  class  of  banks 
and  added  the  proportion  shown  by  thepercentagederived 
from  the  returns  of  those  which  sent  in  replies,  we  have 
a  grand  aggregate  of  deposits  of  retail  dealers  on  the  day 
of  our  inquiry  amounting  to  $95,000,000,  of  which  about 
70  per  cent  were  in  checks. 

Allowances  for  possible  excess  of  checks. — Do  these  bank 
deposits  give  a  true  view  of  the  payments  in  retail  trade? 
Do  the  payments  by  merchants  into  their  banks  fairly 
represent  the  payments  received  for  sales  of  goods? 
The  merchants  can  deposit  only  what  they  receive.  If 
they  deposit  checks  from  their  customers,  this  fact  can 
only  mean  that  the  customers  give  them  checks  in  pay- 
ment of  some  transactions  or  other.  Were  the  checks 
given  wholly  in  payment  for  goods  bought?  If  not,  for 
what  other  reasons  were  they  given  and  to  what  extent? 
There  are  several  sources  from  which  the  retail  dealers 
might  get  checks  which  show  in  their  bank  deposits. 
In  the  first  place,  merchants  cash  checks  for  their  cus- 
tomers and  friends  as  a  matter  of  accommodation.  So 
far  as  this  was  done  on  the  day  in  question,  the  proportion 
of  checks  in  the  merchants'  deposits  would  be  too  large. 
Mow  much  too  large  we  do  not  know.  In  the  few  cases 
in  which  the  writer  has  made  inquiry  he  has  been  told 
that  from  5  to  10  per  cent  would  cover  any  error  due  to 
this  cause.  Ten  per  cent,  the  larger  of  the  two  figures, 
was  given  by  one  of  the  largest  retail  dealers  in  Chicago. 
It.  is  hardly  to  be  believed  that  so  large  a  percentage  is 
common.     One  can  hardly  believe  that  the  retail  stores 
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of  the  country  cashed  nearly  $10,000,000  of  checks  as  a 
matter  of  accommodation  for  their  friends  on  the  day  of 
our  inquiry;  yet  this  is  what  they  must  have  done  if  they 
cashed  10  per  cent.  In  the  smaller  stores  where  the 
inquirywas  made  the  percentage  ran  down  to  nothing. 
If  we  allow  5  per  cent  for  this  source  of  error,  we  shall,  in 
the  opinion  of  the  writer,  be  doing  enough  and  more. 

In  the  next  place,  the  merchants  often  cash  "pay 
checks"  or  take  them  in  payment  of  bills  or  purchases 
which  are  less  than  the  face  value  of  the  checks  and  give 
the  balance  to  the  customer  in  money.  Very  likely 
some  checks  of  this  class  are  included  in  the  deposits  of 
the  retail  dealers.  They  could  not  have  amounted  to 
much,  however,  for  the  day  of  the  inquiry  was  Tuesday, 
and  it  is  likely  that  pay  checks  received  on  Saturday 
would  have  been  turned  into  the  banks  by  Monday.  The 
correction  for  this  source  of  error  for  the  day  in  question 
must  be  insignificant. 

In  the  third  place,  we  must  remember  that  merchants 
do  not  all  deposit  daily.  The  deposits  made  by  some  mer- 
chants represent  the  receipts  of  from  two  to  six  days,  and 
even  longer.  In  so  far  as  the  accumulated  receipts  of 
several  days  appear  in  the  returns,  our  ratio  might  be 
affected.  It  is  doubtful,  however,  whether  any  allow- 
ance need  to  be  made  for  this  possible  source  of  error.  For, 
in  the  first  place,  the  dealers  who  do  this  are  those  whose 
business  is  small  and  who  are  not  within  convenient  reach 
of  a  bank;  in  the  second  place,  they  are  just  as  likely  to 
deposit  checks  as  cash;  and,  in  thfe  third  place,  Tuesday  is 
an  unlikely  day  for  such  deposits.  There  is  no  reason  to 
think  that  the  proportion  of  cash  and  checks  in  their 
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receipts  from  day  to  day  would  show  large  variation.  In 
the  opinion  of  the  writer,  no  correction  needs  to  be  made 
on  this  accomit. 

It  has  been  urged  also  as  a  possible  source  of  error  that 
many  dealers  pay  their  wages  to  employees  and  other  ex- 
penses with  the  money  receipts  of  the  day  and  deposit  the. 
balance.  In  so  far  as  merchants  follow  this  practice  the 
proportion  of  checks  in  their  deposits  would  be  too  large. 
We  have  no  way  of  checking  such  an  error.  In  some  in- 
stances a  firm  draws  a  check  against  itself  for  its  pay  roll 
and  other  expenses.  The  cash  is  taken  out  of  the  day's 
receipts  and  the  check  deposited  in  the  bank.  This  and 
similar  methods  of  wage  payment  would  swell  the  propor- 
tion of  the  merchants'  checks.  It  is  difficult  to  believe, 
however,  that  the  amount  involved  can  be  very  great  as 
compared  with  the  total  deposits  of  the  retail  merchants. 
But  however  great  or  small  the  amount,  it  would  be  re- 
duced to  a  minimum  in  the  returns  of  the  present  inquiry, 
because  the  day  of  the  week  selected  would  not  be  a  pay 
day,  to  a  large  extent,  anywhere  in  the  country.  For  this 
source  of  error,  again,  therefore,  we  need  make  no  correction. 
It  is  more  probable  that  a  small  error  occurs  from  paying 
out  money  for  certain  other  expenses  than  wages  on  the 
day  in  question.  We  must  remember,  however,  that  the 
merchant  has  a  bank  account  and  that  he  is  just  as  likely, 
perhaps  more  likely,  to  pay  his  bills  with  checks  as  with 
cash.  No  extensive  inquiry  on  this  point  has  been  made. 
In  the  few  cases  in  which  the  writer  was  able  to  ask  the  ques- 
tion, he  foimd  that  dealers  other  than  those  whose  busi- 
ness was  exceedingly  small  preferred  to  pay  with  checks 
because  they  can  keep  better  track  of  their  payments. 
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Finally,  it  is  urged  that  checks  may  pass  through  several 
hands  before  they  reach  the  merchants  and  are  deposited 
by  them  in  the  banks,  and  that  they  may  be  deposited  in 
several  banks  on  the  same  day  before  reaching  the  place 
where  they  are  finally  paid.  Such  duplications,  however, 
could  not  occur  in  the  "deposits"  6f  retail  merchants,  be- 
cause these  deposits  contain  the  checks  which  they  them- 
selves have  received  from  customers  and  other  individuals. 
These  duplications  will  appear  in  the  "all  others"  class  if 
these  should  include  the  deposits  of  banks  and  bankers. 
No  correction  needs  to  be  made  for  such  a  cause  of  error, 
therefore,  in  the  retail  figures. 

Ignorance  of  business  of  depositors. — Perhaps  the  first 
point  that  needs  to  be  settled  in  the  discussion  of  these 
returns  is  who  are  "retail  dealers."  The  term,  of  course, 
is  somewhat  indefinite.  Ordinarily,  we  think  of  the  retail 
dealer  as  one  who  sells  directly  to  the  consumer.  He  is 
generally  the  purveyor  of  what  are  called  finished  goods  to 
those  who  are  themselves  to  make  use  of  them  in  final  con- 
sumption. Even  this  is  not  quite  accurate,  but  the  phrase 
certainly  conveys  to  most  people  pretty  definitely  the  idea 
expressed  above.  Even  when  we  have  agreed  upon  a 
meaning  of  the  term  there  still  is  difficulty  from  the  fact 
that  some  merchants  do  both  a  wholesale  and  retail  busi- 
ness, and  do  not,  perhaps  can  not,  always  keep  their 
accounts  separate.  There  is  no  reason  to  think,  however, 
that  any  error  occurs  in  the  returns  from  confusion  as  to 
the  meaning  of  the  term  "retail  dealer."  As  was  pointed 
out  in  the  discussion  of  1896,  the  question  where,  for  exam- 
ple, we  shall  class  the  jobber  or  the  lumber  merchant. 
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depends  upon  the  community,  the  extent  of  the  business, 
and  the  point  of  view. 

Another  possible  source  of  confusion  in  the  returns  may 
arise  from  the  impossibiUty  that  banks  in  large  places  with 
a  large  number  of  customers  can  know  the  business  of  each 
individual.  In  all  but  the  larger  cities  it  is  very  likely  true 
that  this  would  not  be  the  case,  and  that  the  banks  would 
be  able  to  classify  with  fair  accuracy.  From  the  care  with 
which  repUes  were  evidently  made  as  a  rule  it  is  fair  to 
infer  that  the  banks  in  the  larger  cities  entered  as  retail 
dealers  only  those  of  whom  they  felt  sure.  Therefore, 
whatever  error  there  may  be  in  the  retxu'ns  on  account  of 
ignorance  of  the  business  of  particular  depositors  is  likely 
to  arise  from  the  inclusion  among  "all  other"  depositors 
of  retail  dealers  whose  business  was  not  known.  For  it  is 
in  that  third  group  that  the  unknown  would  be  classified. 

RETAIIv  RETURNS  BY  GEOGRAPHICAL  DIVISIONS. 

It  is  interesting  to  classify  the  returns  by  the  geograph- 
ical divisions  of  the  census  with  a  view  to  detecting  any 
evidence  of  differences  in  the  practice  of  paying  by  checks 
in  different  sections  of  the  country.  Of  the  whole  sixty- 
odd  millions  of  deposits  returned,  $27,000,000  were  in  the 
North  Atlantic  Division  and  75  per  cent  were  in  checks. 
The  North  Central  Division  had  a  total  of  something  over 
$20,000,000,  of  which  72.5  per  cent  were  in  checks.  The 
South  Atlantic  Division,  with  aggregate  deposits  of 
$3,325,000,  had  63.8  per  cent  in  checks.  The  South  Cen- 
tral Division  shows  retail  returns  of  $4,400,000,  of  which 
69.9  per  cent  were  in  checks.  The  deposits  of  the  Western 
Division  were  over  $5,000,000,  with  a  percentage  of  75.7 
in  checks.    The  average  is  73.2.    Following  are  the  tables : 
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These  percentages  are  striking.  Can  it  be  possible  that 
with  so  large  a  negro  population,  in  which  the  use  of  checks 
practically  does  not  exist,  the  method  of  payment  of  a 
community  for  its  purchases  can  be  fairly  represented  by 
the  percentages  of  the  South  Central  and  the  South  Atlan- 
tic divisions?  The  answer  is,  as  before,  that  the  real  con- 
sideration is  the  proportion  of  purchases,  not  the  propor- 
tion of  the  number  of  people  who  use  checks.  It  is  true 
that  there  are  millions  of  negroes  in  these  two  divisions. 
It  is  equally  true  that  in  the  distribution  of  wealth  their 
share  is  very  small  and  that  their  purchases  must  be  corre- 
spondingly so.  We  must  remember,  too,  that  a  large  num- 
ber of  plantation  negroes  and  workers  in  the  lumber  dis- 
tricts of  the  South  are  still  paid  to  a  considerable  extent 
by  orders  for  goods  on  the  stores  of  the  companies  for 
which  they  work.  Indeed,  one  might  almost  use  these 
averages  as  a  basis  for  a  study  of  the  distribution  of  wealth 
as  well  as  of  method  of  payments. 

CHECKS     IN     CITIES     AND     AGRICUI^TURAL     DISTRICTS. 

Reserve  cities. — It  is  sometimes  said  that  the  use  of 
checks  is  greatest  in  the  cities.  Those  who  claim  that  most 
of  the  proportion  of  business  done  by  means  of  checks  is 
composed  of  stock-exchange  transactions,  transactions  be- 
tween banks  and  wholesale  business  houses,  have  inferred 
that  a  small  proportion  of  check  payments  would  be  found 
in  the  country  districts. 

In  order  to  test  this  view,  the  percentages  have  been 
calculated  for  the  principal  reserve  cities  "  by  themselves,, 
and  for  the  rest  of  the  country. 


"There  seems  nothing  to  be  gained  by  calculating  the  returns  for  all  the 
reserve  cities  separately. 
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The  returns  are  shown  for  the  various  classes  of  banks 
in  these  reserve  cities  in  order  that  no  undue  weight  may 
be  attached  to  the  class  of  banks  that  do  most  of  the 
business.  An  inspection  of  Table  VI  shows  that  these 
reserve  cities  had  $24,191,414  of  retail  deposits  and  that 
of  these,  80  per  cent  were  in  checks.  The  national  banks 
in  these  reserve  cities  had  $15,198,436,  of  which  84.2  per 
cent  were  in  checks.  The  state  banks  in  the  same  cities 
had  $6,035,175,  of  which  70.8  per  cent  were  in  checks. 
The  private  banks  had  $44,206,  of  which  47.8  per  cent  were 
in  checks.  The  loan  and  trust  companies  in  these  cities 
had  $2,824,387  of  the  retail  deposits,  of  which  78.6  per 
cent  were  in  checks.  The  stock  savings  banks  had  $79,050 
of  retail  deposits,  of  which  59.3  per  cent  were  in  checks 
and  the  xnutual  savings  banks  had  $10,160,  with  3.6  per 
cent  in  checks. 


87 


National    Monetary     Commission 


■a 
I 

a 


Q 


w 
hi 
n 


•«, 


^  i 

a  >o 
~   S. 


§1 


(0 

H 
< 

< 
o 

I 


"^    2 


0  v 

¥h  a 

*^    HI 


0 


t^  CO     m    lo    o^  00 


r*    «     lo    t^    o     m 


Oi    Oi    0\    « 


ONi>aiOi»o    ui'J-w 


0\     lO     *!■     lo     O     00 


M    00      Ot    vo 


Oi    »0     OS    *o 
ifl    m    oi  *o 


Ci       C*       -^      N 


Oi  *o    o\    H     mo 


M       (*110V»0<*)«       H       H       fN 


NVO      ^t^r0'*)t*00 


VI     0\     <n    so 


^     ■*     f^    00     00      Oi      ^ 


t«.    »n    o     t^  O 


*      lO 

■* 

nn 

fTi 

■* 

on 

w 

<o 

0 

f^ 

1^ 

m 

00 

cs 

O 

Ok 

6 

r^    M 

■T)    o« 

O 

CTi 

o 

to 

o 

o> 

iO 

w 

M 

r- 

C 

'-' 

o 

ro     i> 

H 

lO 

ns 

*n 

« 

1^ 

00 

^ 

w 

M 

rh 

M 

m     »o 

H        IN 

"* 

OS 

« 

1*1 

OS 

M 

D     CO 

*^ 

TO 

00 

CO 

■* 

>-< 

w 

w 

V 

00 

MOO  rO^>OsO  o  H\0  O  t«-t->0 
«oo>r-r*»o  Oioo  N  f^«  r~M  Oi 
M      O      or~«      OOOsNOOr^oo      f 


r-  lo  « 
ro  so  ■* 
00  so   M 


«  m  r~  ^  w)  t* 


■*  *  ^  so  t«-  fo 


m  o  u)  SO 


lO  t»  <*)  « 


i^  '^  «  to  w 


O  so  to  Oi  00 
so   f-  00   OS  so 


M  so  ro  so 
—   ^  so   P-  u\ 
OS  so  so  so 


^    00      O      M 

~       O       M       (O 

^    SO     00 


O     r^n     u^moooosO 


lO(*)sO      t^ioOstotOHoo      OsOs 


00  00   ^  ^  to  OS  Os 


»o  <o  to  O  in  t*)  OS 


«so   C**0   -^000000 


•V  00   lO  lO  N 


r-t-wiH      «OsO      OswirocotO 


*^     O      to     O     00      t*     fO 


■<»■    CO      to     O      Oi     OS 


sOrOso^WtOHN 


m    "*    "*    o 


OS     O      O     so      to     O 


O      to     ^     o 


to    r-    OS    O 


V)    Q     m    in    O     o 

W)       »0       t^       Ml       M 


5  >■ 

.a  s 


!°     "S 


«    +J   ?5     nl     o 


<<  n  n  n 


.5  -oJ 
0    £    q 

2  u  O 


5    . 


s  .s  ;  .2 


.ti  te  tS 
o  '^    « 

*!  «  ^ 


p  fi  fe  o  a  fi  .3 


s 

Q 

M 

^ 

5 

1 

S 

< 
n 

1 

88 


The    Use    of    Credit    Instruments 


Tfl.         O 

N 

4 

00 

w     in 
d     r^ 

■* 
-* 

^0      w 

■* 

00 

1       M 

■o 

CI 

00 
lO 

00 

en 

O      to 

00     'O 
0\ 

o 

00 

?1      fO 

0 

00     CO 
wi     O 

«      to 

in    « 

o 

M 
00 

(71 

1   ^ 

It 

•3 
1 

00 

«   o 

1     ■* 

o 

•d- 

« 

00 

t- 

in 

til 

00 

C4 

^ 

00 

00 

V) 

00 

00 

^ 

M 

■* 

r^ 

M 

0 

t*    ^0 

1     «3 

■<*■ 

o 

■o 

i> 

lO 

t* 

t~ 

t^ 

»o 

lO 

■"J- 

r* 

a, 

■^  ^ 

(O      w 

1     00 

o 

^C^ 

o 

OS 

^O 

to 

■* 

■* 

m 

to 

r^ 

■* 

00 

to 

»o 

1        M 

r^ 

T> 

1^ 

« 

« 

t^ 

r^ 

o 

V3 

(i,  - 

«      CO 

I      CO 

■* 

to 

" 

M 

" 

■^ 

« 

to 

■^ 

to 

to 

m 

" 

.    o 

m    to 

1     00 

■* 

O 

00 

to 

^> 

o 

H 

00 

to 

to 

m 

00 

r- 

OS 

r- 

u    « 

M     to 

to 

H 

r* 

VO 

(O 

CO 

■* 

^ 

00 

w 

n 

lO 

■^ 

H 

c* 

li, 

ts  '- 

I-     00 

1     'O 

^ 

t. 

lO 

o 

to 

t. 

OS 

t~ 

00 

CO 

to 

lO 

■fl- 

00 

in 

o;° 

H        M 

N 

*o 

« 

M 

N 

fO 

M 

« 

N 

^ 

to 

-•r 

" 

" 

~   n 

00     m 

i      « 

o 

to 

to 

ro 

■«t 

to 

C( 

H 

iO 

O 

to 

to 

„ 

« 

a,  " 

H 

^ 

M 

•q- 

M 

« 

lO 

M 

« 

H 

to 

N         H 

« 

N 

^ 

o 

w 

to 

00 

W 

c* 

r- 

xn 

(Ts 

OS 

■* 

N 

r- 

^0    00 

to    m 

■* 

■* 

VO 

OS 

OS 

so 

so 

00 

in 

to 

o 

M      o 

M        H 

(O 

»o 

■* 

» 

00 

CO 

-* 

CO 

so 

■"I- 

to 

p, 

0 

Oi 

lO 

to 

\o 

■^ 

M 

« 

r» 

n 

M 

lO 

H 

w 

H 

o 

H 

CI 

» 

Ot 

O      (O 

00     r^ 

o 

in 

^ 

fh 

N 

V) 

on 

^ 

r- 

lO 

"* 

lO 

TO 

r» 

to 

\o 

^-     to 

r*    r^ 

'O 

0 

r- 

0 

CO 

lO 

t^ 

o» 

to 

H 

M 

so 

0 

(O 

o\    r>. 

M 

on 

v> 

H 

« 

J^ 

IH 

V) 

M 

lO 

t^ 

"O 

to 

H 

r- 

N 

Oi       H 

to 

M 

^ 

rf 

«* 

0 

O        H 

H      « 

o 

m 

Oi 

OS 

« 

SO 

so 

OS 

r* 

so 

^ 

^ 

to 

■* 

m 

t^    00 

■* 

■* 

■^ 

fS 

to 

O    00 

H       \0 

t- 

l> 

lO 

o 

w 

r^ 

so 

00 

(O 

to 

a>    00 

M        fO 

H 

H 

(7. 

ffv 

« 

H 

>o 

Os 

00 

ro 

t* 

t* 

0 

00 

H 

« 

n 

M 

H 

t- 

« 

in 

«% 

H 

r-    ■* 

« 

*n 

O^ 

1^ 

^ 

SO 

I^ 

lO 

OS 

m 

■* 

O       »0 

CO 

to 

to 

t- 

m 

o 

« 

00 

00 

Ot 

00 

o 

OS 

« 

« 

00 

C4 

OS 

to 

^ 

to 

O.    00 

00 

lO 

H 

M 

■* 

ct 

so 

SO 

^ 

M 

w 

p, 

« 

fi 

„ 

N 

t» 

Oi   *o 

y^ 

« 

H 

VO 

r- 

>f> 

OS 

H 

o 

<0    00 

to 

lO 

•-* 

'-' 

H 

w 

m 

t*3 

J^* 

^0      ^ 

M 

■* 

i^ 

»o 

to 

„ 

N 

•^ 

^ 

« 

r-     O 

o 

« 

^ 

H 

V) 

0 

V) 

>o 

to 

„ 

«o 

W 

n 

O 

SO 

N 

«      ^ 

00      to 

Ifl 

1-- 

Ov 

n     CTi 

0 

« 

r^ 

lO 

r^ 

^ 

to 

SO 

m 

„" 

M 

H 

O 

i^ 

H 

M 

t* 

^ 

g, 

1  J 

^   (0 

^i 

i 

1 

o 
a 
o 

1 

1 

1 
1 

1 
a 

i 

i 

s 

•3 

1 

1 

1 

Pi 

1 

g 
1 

a 

1 

3 

o 

89 


National    Monetary    Commission 


i 


I 


-"I 

•a  O 


s 

CJl 

^ 

« 

g 

,»^ 

M 

'■S 

1 

•< 

£ 

n 

•g 

■w 

H 

s 

H 

o 

< 

'^■tf 

" 

> 

S 

■? 

s 

{it 

^ 

^o 

Sl> 

(^ 

1 

•^ 

R 

•f* 

« 

(^ 

^ 

■«i"i 

■s- 

■^ 

^ 

a 

"s* 

^ 


» 
i-> 

n 
< 


1 

0\     Ov     1- 

■«      O      M     »fl 
w    in    -q-    ro 

00 

3  a 

*t      -^      »^    CO 

0^    -s-    ^    « 

o 

a 

a 

CO 

,      0\     0      1^ 

"'S    4   d.   »A 

d 

■3    ?  "    T 
0,                >•) 

00 

i 

ts  '=  "    i 

o 

^ 

w      n     0 
O      0      0 
00     ■*    0 

CI 

"S 

t-    vO      O 
Oi     r^      0 
O      Oi     m 

o"      m"      « 

to 
fo 

o 
O 

M      O*      0 
00       !>■      O 

-J-     O      0 

o 

VO 
Co" 

1-S 

■t    Ch    o 
«     00      o 
•o     t*3    m 

f*5 

N       m      O 

o    m    o 

H 
»*5 

•a 

«      O        1 
■O      t*)        1 
CO                 1 

«%          1 

00 

i 

!     !     1 

;   ;  .2 

ill 

Sow 

i 

VO 

« 

lO 

O 

lO 

M 

Irt 

N 

Ch 

t- 

>o 

H 

n> 

in 

00 

T 

00 

r- 

\c 

o\ 

t^ 

t^ 

t* 

r- 

a. 

o 

<*) 

« 

00 

m 

l^ 

« 

00 

00 

"O 

■* 

in 

"fl- 

on 

H 

J^ 

(7( 

M 

VI 

■* 

o 

Q. 

to 

H 

(O 

" 

H 

« 

w 

CO 

"t      **     fO     « 


•<;      «      CO    00 


r^  O  *0  m  00  vo 
(O  00  r»  o  00  00 
»n  \o     w     r*    to    O 


to 

<o 

^ 

00 

^ 

■* 

t- 

M 

^ 

TT 

^ 

on 

rn 

■<T 

-o 

^ 

00 

•^^ 

(O 

•^^ 

*^ 

•«r 

"^ 

VH 

■^ 

00 

00 

"O 

n 

i^ 

»n 

Tf 

0 

■tf 

^ 

<o 

»o 

w 

CO 

■^ 

<* 

in 

a» 

o* 

«n 

r^ 

00 

„ 

<7i 

VO 

o 

f^ 

CO 

M 

00 

M 

lO 

00     00       <^ 

to    >n  «o 


S  2;  ^^  " 


^  £  -a  S  e  3  »  I 


go 


The    Use    of    Creditlnstruments 


Ov 

O      Ov 

0\     w 

in 

« 

^  =?, 

H      « 

Ot    O 

t<5 

■<* 

w 

a. 

00      ro 

00     00 

« 

00 

«)    O 

r- 

t^ 

n.   "> 

to 

»0    00 

■^ 

to 

.     V3 

«     00 

to     w 

m 

o\ 

■^      X) 

H      W 

^  \o 

m 

ft. 

ti  ") 

lO      0( 

>0      H 

fO 

o 

q;  " 

•^ 

1>   \o 

to 

N 

tS    "1 

t*     Ov 

t^        t 

ov 

a;  " 

^O        1 

1 

t^       C4 

to    w 

m 

o 

W       lO 

m 

M 

t^i       -^ 

o 

H        ■* 

H 

Ov 

«% 

«1 

M 

o 

t^  o 

o 

!5 

o 

w      ui 

00 

<! 

Tf 

M        0 

vo 

ffl 

«% 

■^ 

■* 

m 

n 

'. 

!5 

f> 

00 

o\    ■* 

o    ^ 

00 

^ 

N       N 

o 

o\ 

i'^ 

M 

«& 

w 

() 

o 

Yr 

<o 

I>     On 

C4      00 

m 

■^ 

00 

M       00 

<o    to 

VI 

to 

' 

«= 

H 

N 

m 

t-    00 

I-.     00 

v> 

00 

no 

Ov 

«% 

^ 

H 

to         1 

VO 

f 

"          I 

to 

«= 

[li 

"ea 

Q 

Is 

IS 

a 
3 

{H 

§ 

II 

lOO.O 

to 

a;  1 " 

to 

00 

■3  i  '2 

i.  1  ° 
a;  i  " 

0 

p.ct. 

I0.5 

d 

m 

8  % 

Ov 

1 

0' 

Is 
< 

n 

i 

i 

0     00 

00 

vo 
CO 

1      Ov 

1     vo 

1    \o 

1     OO"" 

Ov 

00" 

D 
S 

1       PO 

1  «^ 

to 

■H 

1     00 

i  ^ 

00 
OV 

New  York 

Brooklyn ^---    $1,025 

»o 
0 

1 

«fl 

10 

-*■ 

W      00 

t- 

to 

0 

■**  *o 

DO 

H 

\o     « 

n 

M 

0 

t* 

00     r- 

00 

t- 

00 

Q. 

*;  * 

t> 

<M 

■*  00 

H 

•* 

to 

^  « 

<7v 

«D 

w 

00 

a.  " 

H 

W 

" 

" 

11 

•a  6 

00 

10 

■*    ■* 

to 

to 

t>. 

M 

CI 

n 

H 

to 

H 

0, 

^v= 

t> 

H 

■it    0 

t«. 

0 

0 

H 

■     t^ 

« 

H 

", 

.»i   to 

^ 

to 

1     t 

« 

to 

t^ 

•   0 

1        H 

a, 

rf 

fN 

VO      to 

r~ 

^ 

■* 

N 

fT\ 

t^     TT 

■* 

<o 

IT, 

vo       N 

t^ 

cs' 

M 

Ov 

H 

n 

O-     OV 

0 

tn     Ov 

■* 

t* 

S 

6\ 

to 

- 

«"  "" 

00 

H 

m 

•^ 

S 

„ 

^ 

0    ^ 

^ 

w 

N 

TT 

N 

0 

P^ 

w 

m 

to 

« 

«      0 

M 

« 

H 

m    M 

M 

r. 

Ov 

Ov 

0     w 

10 

1-) 

»o 

t^ 

H        ■* 

to 

B 

00 

« 

M        H 

m 

■<r 

Ov 

W= 

•^ 

•^ 

Ov 

^ 

n 

0        H 

t^ 

Ov 

\o 

to 

1 

0 

0 

0 

00      Ov 

t" 

00 
0 

H 

in 

N      « 

o> 

(?» 

N 

vo 

VO 

« 

to    -fl- 

ov 

tt 

^ 

n 

M 

1- 

d^ 

vn 

\o    0 

Ov 

t^ 

-o 

0 
0 

^ 

CO     00 

0 

00 

Ov 

ov 

^ 

" 

< 

■^ 

CTV 

in 

H     r~ 

Ov 

« 

«% 

N 

■* 

N 

to    0 

0 

M 

« 

Ov      CO 

H 

00 

l^      t^ 

to 

H 

■* 

H 

0      OV 

(N 

VO 

00 

w* 

(V) 

Ov 

m 

t 

vo 

Ov     m 

0 

t^.    m 

m 

p- 

i^ 

to 

pi 

% 

M 

i    1 

1 
.a 

•i 

[       ] 

•3 

i! 

i 

i 
s 

4 

1   3 
1     0. 

^ 

OJ 

■d 

1 

<u 

^ 

0 

m 

pq  P4 

0 

7071 — 10- 


91 


National    Monetary    Commission 

Country  without  reserve  cities. — If  we  take  the  returns  for 
the  rest  of  the  country  without  these  reserve  cities,  we  find, 
that  the  retail  deposits  aggregate  $36,255,308,  of  which 
$24,929,620,  or  68.7  per  cent,  is  in  checks.  We  see,  there- 
fore, that  the  percentage  of  checks  in  the  retail  deposits 
outside  of  the  reserve  cities  was  pretty  high. 

If  we  examine  the  returns  of  agricultural  States  we  find 
the  same  thing  true.  The  following  table  shows  the  retail 
deposits  in  five  States,  less  the  deposits  in  cities  of  more 
than  25,000  in  1902-3,  according  to  Census  Bulletin  No.  20. 
The  percentage  runs  from  68.5  in  Texas  to  78.5  in  Nebraska 
and  the  average  for  retail  deposits  is  72.8.  Other  States, 
like  North  Dakota  and  South  Dakota,  in  which  there  are 
no  cities  of  this  size,  show  a  similar  state  of  affairs.  This 
goes  to  show  what  bankers  in  agricultural  districts  say — that 
the  farmers  are  using  checks  very  largely.  Indeed,  there 
is  a  great  change  in  this  respect  since  the  hard  times  of 
1 890-1 896.  Farmers  who  then  had  no  surplus  now  have 
bank  accounts,  and  there  has  been  a  notable  increase  in 
deposit  banking  and  therefore  in  payments  by  means  of 
checks. 

A  striking  illustration  of  the  large  use  of  checks  in  an 
agricultural  community  was  foimd  by  the  writer  in  the 
summer  on  the  Green  Bay  peninsula  in  Wisconsin.  In 
reply  to  questions  about  the  methods  of  doing  business, 
he  was  shown  some  checks  of  local  creameries  and  was 
told  that  of  payments  aggregating  about  $65,000,  for 
milk  and  cream,  by  one  of  these  in  two  years,  only  2  or 
3  per  cent  was  in  money  and  that  the  receipts  showed 
about  the  same  proportion.     The  business  of  the  other 
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two  creameries  was  done  in  the  same  way.  The  post- 
master, from  whom  the  information  was  obtained,  added 
that  money  was  so  scarce  that  he  was  in  the  habit  of 
"cashing"  the  warrants  of  rural  carriers  with  local 
checks  to  use  the  warrants  for  remittance  to  the  money- 
order  department  of  the  post-office  instead  of  money. 
The  returns  of  retail  deposits  of  the  banks  at  Sturgeon 
Bay,  the  banking  center,  appear  to  validate  this  infor- 
mation.    They  show  95.9  per  cent  of  checks. 
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RETURNS  PROM  INDUSTRIAI,  CENTERS. 

It  has  been  remarked  that  the  wage-earners,  especially 
manual  laborers,  probably  use  checks  to  a  very  small  ex- 
tent. If  we  examine  the  returns  from  industrial  cities  like 
Lawrence,  Fall  River,  Lowell,  and  Brockton,  Mass.; 
Paterson,  N.  J.;  and  Pawtucket,  R.  I.,  we  find  that  the 
proportion  of  checks  in  retail  deposits  in  those  places  is 
well  up  with  the  average  of  the  general  tables.  Taking  the 
returns  from  the  national  banks  alone,  Lawrence  shows  a 
percentage  of  63  in  total  deposits  of  $72,198;  Fall  River 
80.7  per  cent  of  checks  in  deposits  of  $110,589;  Lowell  69 
per  cent  in  deposits  of  $79,567;  Brockton  shows  46.4  per 
cent  of  checks  in  a  total  of  $26,407;  Paterson  shows  52.6 
per  cent  in  a  total  of  $78,373. 

These  percentages  are  high  for  cities  where  the  number 
of  wage-earners  is  so  large.  We  must  remember,  however, 
that  it  is  the  proportion  of  purchases  thus  paid  for  that  we 
are  considering,  and  not  the  ntunber  of  people  who  purchase. 
Again,  each  place  is  the  center  of  a  large  district  and  the 
deposits,  of  the  merchants  represent  thousands  of  dollars  of 
sales  to  people  outside  of  the  cities  proper.  Moreover, 
one  fact  brought  out  by  the  returns  may  be  significant 
of  the  use  of  checks  by  wage-earners  themselves.  The 
mutual  savings  banks  are  comimonly  regarded  as  the  banks 
of  the  poor  man,  particularly  the  wage-earner.  But  the 
mutual  savings  banks  in  Lawrence  show  41.9  per  cent  of 
their  total  receipts,,  on  the  day  in  question,  in  checks. 
Those  of  Lowell  had  44  per  cent  in  checks.  But  these 
high  percentages  are  due  in  each  case  to  the  high  ratio  in 
one  bank.     On  the  other  hand,   of  the   deposits  in   the 
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mutual  savings  banks  of  Fall  River,  only  4  per  cent  were 
in  checks.  Bach  of  these  deposits  aggregated  less  than 
$8,000. 

The  highest  percentage  of  checks  in  the  deposits  of  the 
mutual  savings  banks  almost  drives  us  to  one  of  two  con- 
clusions: Either  the  mutual  savings  banks  are  not,  par 
excellence,  the  banks  of  the  working  man,  or  else  the  work- 
ing man  uses  checks  to  a  large  degree. 

Evidence  of  pay  rolls. — The  following  table  of  wage 
payments  for  the  week  ending  March  13  were  furnished 
by  the  banks  in  reply  to  the  question  asking  them  to  send 
in  the  amount  of  pay  rolls  made  in  cash  and  in  checks 
respectively  for  the  said  week.  The  tables  are  given  in  de- 
tail by  banks  and  States  for  several  reasons.  They  are  given 
by  States  in  order  that  any  possible  connection  between  the 
payment  of  wages  and  the  industrial  character  of  the  State 
may  be  seen.  They  are  given  by  banks  partly  for  the  same 
reason  and  partly  to  get  some  light  on  the  question  whether 
any  particular  class  of  banks  is  resorted  to  more  than 
another  for  this  purpose. 

Table  VIII. — Wag&  pay  rolls  for  week  ended  March  13,  1909,  made  up  by 
national  banks,  state  banks,  private  banks,  loan  and  irttst  companies,  stock 
savings  banks,  and  mutual  savings  banks. 

NATIONAL  BANKS. 


States. 

Pay  rolls  in — 

Cash. 

Cash. 

Checks. 

$461,387 

23,600 

62,93s 

1. 194.439 

S17.848 

a, 148,363 

8S4.S37 

SO. 400 

44.653 

i. 349. 702 

845.367 

7S.84S 

1  Per  cent. 
89.4 
31-9 
S8.s 
47.0 
38.0 
96.6 

Per  cent. 
10.  6 
68  1 

Arizona 

41. S 

62.0 
3-4 

Connecticut 
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Tabi,e  VIII. — Wage  payrolls  for  week  ended  March  13,  i^og,  made  up  by 
national' banks,  state  banks,  private  banks,  loan  and  trust  companies,  stock 
savings  banks,  and  mutual  savings  banks — Continued. 
NATIONAL  BANKS— Continued. 


States. 


Pay  rolls  in — 


Cash. 


Checks. 


Cash. 


Checks. 


Delaware 

District  of  Columbia 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  Vork 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 


$154,041 

244,719 

568,017 

610.362 

17, 220 

,638,999 

,877,634 

455.689 

279,924 

561,024 

331,701 

460, 990 

,891,974 

1,760,  233 

948,423 

901,567 

81,258 

,764,586 

19,873 

326, 672 

12, 250 

506, 614 

!.  363,  092 
27.370 

1,253,924 

202,881 

20,051 

:,  785,622 

173,730 

61,777 

1.932,534 
502. 531 
201, 018 
17,420 
558.546 
860,736 
108, 248 
219, 041 
804,425 
171,481 
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$69,413 

100, 963 

70,372 

1,  on,  268 

73,124 

2,688,921 

524.327 

430,  930 

545,427 

226,059 

156, 280 

122.974 

383,851 

194, 0x6 

605,054 

1,426,398 

55.796 

I, 280,827 

394,395 

557,479 

155,150 

58,505 

557.118 

128, 100 

2,319, 666 

67,632 

57.95* 

1.927.537 

442.566 

445. 022 

1, 69s, 112 

5,509 

6,  no 

. 179,806 

94.993 

837,886 

290,370 

30,664 

161, 096 

750,77s 


Per  cent. 
69.0 
70.8 
89.0 
37-6 
19.0 
63.  « 
78.2 
51-4 
33-9 
71.2 
68.0 
78.9 
83.1 
97-8 
6z.  o 
38.8 
59-1 
57-9 

4.8 
36 

7 
89 
80 
17 


75- o 
35-7 
75- o 
28.  z 
12.  2 
89.8 
98.9 
97-0 
8.8 
8S-S 
SO.  7 
27- 1 
87.7 
83- 3 
18.6 


Per  cent. 
3t.o 

29.  2 
II. u 
62.  4 
81.0 
16.8 
21.8 
48.6 

66.1 
28.8 
32.0 

31.  1 
16.9 

X.  ^ 

39- o 
61.  2 
40.9 
42.1 
95-2 
63.. 
92.7 
10.  4 
19.  1 
82.  4 
18.3 
25- o 
74-3 
25.0 
71.8 
87.8 
10.  2 

1.  X 

3.0 

91.  2 
14- S 

49.3 
72.9 

12.3 
16.  7 
81.4 
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Table  VIII. — Wage  pay  rolls  for  ■week  ended  March  13,  ipog,  made  up  by 
national  banks,  state  banks,  private  banks,  loan  and  trust  companies,  stock 
savings  banks,  and  mutual  savings  banks — Continued. 
NATIONAL  BANKS— Continued. 


States. 

Pay  rolls  in — 

Cash. 

Checks. 

Cash. 

Checks. 

West  Virginia 

S332.036 

710, 272 

63.570 

$208, 217 

1,045,686 

52,678 

Per  cent. 
61. s 
40.5 
54.7 

Per  cent. 

38. S 

Wisconsin  _  _ 

59-  5 

Wyoming 

45.3 

Total 

68,192,646    i    24.8^6.^32 

73.3 

26.7 

STATE  BANKS. 


Alabama 

Arizona 

Arkansas , 

California 

Colorado 

Connecticut^ 

Delaware 

District  of  Columbia. 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine r 

Maryland 

Massachusetts 

Michigan , 

Minnesota 

Mississippi - 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 


15230,345 

51.679 

97, 216 

693.352 

27,650 

231.348 

^,  722 

9,500 

48, 910 

125, 104 

12,735 

2,411,845 

182,668 

216, 462 

110, 157 

231,410 

506,373 

39,411 

47.701 

144.979 

801.559 

146, 467 

59, ISO 

SS4.S36 

30.950 

30,86l 

86, 700 

11,874 

188,878 

2,  600 

5.687,395 

94.387 
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»6l,973 

199. 252 

100, 870 

842,833 

34,425 

5.500 

SO 

I,  258 

19,386 

54.395 

65,068 

,561,476 

236, 131 

355.535 

243.321 

105.895 

105,053 

34.560 

38,723 

7,318 

564, 001 

428, 863 

44.518 

703,618 

959.028 

201, 467 

206, 050 

924 

zi. 290 

3.300 

884.  994 
42.9?8 


Per  cent. 
78.8 
20.  7 
49.  1 
45.  i 
44.5 
97.7 
98.2 
88.3 
71.6 
69.7 
16.  4 
48.5 
43.6 
37-9 
31.2 
68.4 
82.8 
53.3 
55.  2 
95.  2 
58.7 
25.5 
57.  '■ 
44.  1 
3.  1 
9.4 
29.  6 
92.  8 
94.4 
44.  I 
86.5 
68.7 


Per  cent. 

31.  2 
79.3 
50.9 
54.9 

55- 5 
3.3 
1.8 
II.  7 
38.4 
30.3 
83.6 
51. 5 
56.4 

62,  X 

68.8 
31.6 

17.2 

46.7 

44.8 

4.8 

41-3 
74.  5 
42.9 
55.9 
96.9 
90.  6 
70.4 
7.3 
5.6 
55-9 
13.5 
31.3 
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Table  VIII. — Wage  pay  rolls  for  week  ended  March  13,  igog,  made  up  by 
national  banks,  state  banks,  privaie  banks,  loan  and  trust  companies,  stock 
savings  banks,  and  mtUual  savings  banks — Continued. 


STATE  BANES— Continued. 


States. 


Pay  rolls  in — 


Cash. 


Checks. 


Cash. 


Checks. 


North  Dakota.. 

Ohio 

Oklahoma 

Oregon 

Pennsylvania.  . 
Rhode  Island.. 
South  Carolina. 
South  Dakota. . 

Tennessee ._. 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia.. 

Wisconsin 

Wyoming 


Total. 


$11,883 

84s. 127 

49, S86 

73.44S 

, 126, 659 

927,836 

zoS, 000 

33.933 

162, 066 

99.,  0S4 

36.87a 

16, 152 

136,316 

170, 900 

139,951 

316.469 

14.SSO 


$51,326 
426,654 
135.465 
160, 3S5 
697,08s 
1,417 

21, 270 
198, 163 
243.674 
196,353 

49. 593 
■J,  200 

53,737 

619, 050 

104,392 

47S, 182 

4,550 


18,369,746       12,564,519 


Per  cent. 
18.8 
66.5 
26.8 
31-4 
61.  7 
99-8 
83.5 
10.8 
40.  o 
33-6 
35-2 
88.  a 
71-7 
21.6 
57-3 
40.  o 
76.  2 


61. 


Per  cent. 
81.3- 
33-5 
73-  ■■' 
68.6- 
38.3 

.    ^ 

16.5 
89.  I 
60,  o 
66.4 
64.8 
12.  o- 

28.3 
78.4 

42.  7 
60,  o 
23.8 


39- o- 


PRIVATE  BANKS. 


Alabama 

.Arkansas 

California 

Colorado 

Connecticut 

Florida 

Georgia 

Illinois 

Indiana 

Iowa 

Kansas 

Maryland 

Massachusetts  . 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 


$1.  560 

3.500 

X.  400 

3.  125 

10. 000 

'.914 

a. 306 

112,850 

75.238 

27, 229 

I.  795 

30 

19, 000 

34,497 

i,470 

475 

3.830 

SOO 

99 


$250 


5. 100 
16,550 

55 

1,475 

a,  290 

334,974 

49,058 

213.707 

2,  082 


15.079 
4,  000 
i.6so 
4.851 
a,  000 


Per  cent. 
86.2 
xoo.  o 
ai.5 
15-9 
99-5 
56.  5 
50.  2 

25.  » 
60.5 
II. 3 
46.3 

100.  o 

100.  Q 
69.6 

26.  9 
22.  4 
44-  1 

20.  O 


Per  cent 


30.1 

73.  i 
77.6 
55.9- 
80.  o- 
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Table  VIII. — Wage  payrolls  for  week  ended  March  13,  1909,  made  up  by 
national  banks,  state  banks,  private  banks,  loan  and  trust  companies,  stock 
savings  banks,  and  mutual  savings  banks — Continued. 
PRIVATE  BANKS — Continued. 


States. 

Pay  rolls  in — 

Cash. 

Checks. 

Cash. 

Checks. 

*7S 
57.848 
57.573 

728 
25.156 

S3S 
12,293 

200 

2  68 
5.  783 

300 

801 

Per  cent. 

100.  0 
84.6 
66.6 
12.0 
76.8 
54-3 
28.1 
33.0 

100.  0 

80.3 

9.  i 

100.  0 

Per  cent. 

New  York _ 

$10,493 

28, 798 

5,343 

7,552 

450 

31.438 

500 

15-4 

Ohio 

33-  4 

88.  u 

PptixisyVnTiia 

23.  z 

45-  7 

Texas            _        _  

71.  y 

Utah 

Virginia 

1.421 
3.  000 

19.  7 

Washington                 _            

90.  9 

Total 

462. 279 

742, 116 

38.4 

61.6 

LOAN  AND  TRUST  COMPANIES. 


Arkansas 

California 

Colorado 

Connecticut 

'Delaware 

District  of  Columbia- 
Idaho 

Indiana 

Maine 

Maryland 

Massachusetts 

Minnesota 

Missouri 

New  Hampshire 

New  Jersey 

New  York 

North  Carolina 

Ohio --- 

Pennsylvania 

Rhode  Island 

Tennessee 

Vermont 


$12, 400 

16,979 

1.750 

150,030 
16, 700 
20, 231 


24.944 

151.318 

19.534 

1.  173.233 

Z,  000 

544.480 

17, 000 

739.405 

1, 608, 669 
52,096 
85,224 

1,344.127 

567, 202 

25 

29.864 


S4I.09S 


31,500 

2,  900 

3.300 

28, 076 

a,  500 
45.922 

46. 662 

300 

77.323 

7.957 

323,655 

».500 

157.071 

261, 211 

10. i8g 

36,000 

311. 003 

9.054 

26 

2, 602 


35-2 
76- 5 
98.  5 
93.8 
20. 1 
62.  7 
91.9 
82.  5 
80.6 
83.6 
76.6 
81.  a 
98.  5 
49.0 
93.  o 


Per  cent. 
76.8 


94-7 

1-9 

16.5 

SS.I 

100.  o 

64.8 

23- 5 

i-S 

6.2 

79-9 

37-3 

8.1 

17-5 

19.4 

x6.  4 

23.4 

l8.8 

i-S 

Si.o 
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Table  VIII. — Wage  payrolls  for  week  ended  March  13,  igog,  made  up  by 
national  banks,  state  banks,  private  banks,  loan  and  trust  companies,  stock 
savings  banks,  and  mutual  savings  banks — Continued. 

LOAN  AND  TRUST  COMPANIES— Continued. 


States. 

Pay  rolls 

in— 

Cash. 

Checks. 

Cash. 

Checks. 

$S . 000 
500 

$20,000 
200 

Per  cent. 
20.  0 
71-S 

Per  ceni. 

"West  Virginia 

28.  s 

Total     . 

6.582, 711 

1, 410,046 

82.4 

ir.6 

STOCK  SAVINGS  BANKS. 


California 

District  of  Columbia. 
Ceorgia 

Idaho 

Illinois 

Iowa '. 

Kentucky 

Maryland 

Michigan 

New  Hampshire 

North  Carolina 

Ohio 

Pennsylvania 

Tennessee 

Texas 

Vermont 

Virginia 

Washington 

West  Virginia 


Total. 


839.079 

4,70s 

"5 


283,638 

96.444 

1,000 

'.350 

71.306 

21. 000 

1, 000 

8,886 

31.547 

25.719 


I.I3S 
4,630 


593.864 


$153,525 

400 

150 

3,  000 

303.454 

493.661 


607 
52.794 


2.  000 
6.223 
I.  700 
±.622 
250 
I.  545 


Per  cent. 
19.  a 

92.  2 

45- S 

48.3 

16.3 

100.  o 

69.  o 

57.5 

100.  o 
33-3 
58.8 
94-9 
94.1 


42.4 
100.  o 


36.7 


Per  cent. 
80.8 
7.8 
54- 5 
too.  o 
Sl-7 
83.7 


310 

4=5 


66.7 

41.  » 

S-i 

S-9 

100.  o 

57-6 


63.3 


MUTUAL  SAVINGS  BANKS. 

$250 

1.850 

=5 

136 

".390 

Per  cent. 
100.  0 

88.1 
100.  0 
100.  0 

96.8 

Per  cent. 

Maine                             

$250 

II. 9 

80 

3-2 

Total 

4.651 

330 

93.4 

6.6 
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It  will  be  seen  from  the  tables  of  the  returns  of  4,306 
national  banks  which  furnished  this  information,  that 
pay  rolls  amounting  to  $68,192,646  were  made  up  in  cash 
and  $24,856,532  in  checks.  The  percentages  are  73.3 
and  26.7,  respectively.  The  largest  percentage  of  checks, 
95.2,  was  in  Montana,  and  it  will  be  noticed  that  the 
percentages  run  highest  in  the  States  of  Arizona,  Colorado, 
Idaho,  Kansas,  Minnesota,  Montana,  Nevada,  New  Mex- 
ico, North  Dakota,  Oklahoma,  Oregon,  South  Dakota, 
Utah,  and  Washington.  These  are,  in  general,  agricul- 
tural States.  The  industrial  States  of  Connecticut,  Massa- 
chusetts, New  Jersey,  Pennsylvania,  and  Rhode  Island 
show  a  very  small  proportion  of  wage  payments  by 
cheeks.  South  Carolina  seems  peculiar  in  having  only 
3  per  cent  in  checks,  as  against  Georgia  with  62.4  and 
North  Carolina  with  25. 

The  returns  of  the  state  banks  show  pay  rolls  aggre- 
gating $18,369,746  in  cash  and  $12,564,519  in  checks,  the 
former  being  61  per  cent  and  the  latter  39  per  cent.  The 
amount  paid  in  checks  through  the  state  banks  is  half 
that  shown  by  the  national  banks,  while  the  amount  paid 
in  cash  is  about  one-fourth.  In  the  state  bank  returns 
the  check  percentages  run  highest  in  Arizona,  Idaho, 
Iowa,  Kansas,  Minnesota,  Montana,  Nebraska,  Nevada, 
North  Dakota,  Oklahoma,  Oregon,  South  Dakota,  Texas, 
and  Washington.  Again  we  see  the  agricultural  States 
to  the  front.  The  lowest  percentages  are  shown  by  the 
industrial  States,  as  in  the  preceding  group — Connecticut, 
Delaware,  Massachusetts,  New  Hampshire,  New  Jersey, 
and  Rhode  Island.     The  last-named  State  shows  only  0.2 
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per  cent  of  its  pay  rolls  in  checks;  New  Hampshire  has 
7.2  par  cent,  and  the  other  States  classed  here  as  industrial 
come  in  between. 

Turning  to  the  pay  rolls  made  by  the  private  banks,  the 
aggregate  is  small,  being  little  over  $1,000,000.  Qf  the 
whole  amount,  however,  61.6  per  cent  was  in  checks. 
The  highest  percentages  are  in  California,  Colorado,  Illi- 
nois, Iowa,  Minnesota,  Mississippi,  Montana,  Oregon, 
Texas,  and  Washington.  We  find  the  agricultural  States 
again  with  the  largest  percentages. 

Similar  figures  for  the  loan  and  trust  companies  show 
that  of  the  aggregate  of  about  $8,000,000  in  pay  rolls 
17.6  per  cent  was  in  checks.  The  highest  percentage 
was  in  Colorado,  if  we  ignore  the  returns  of  one  bank  in 
Idaho,  all  paid  by  checks.  Minnesota  shows  about  80 
per  cent  and  Washington  also  has  80. 

Similar  figures  for  the  stock  savings  banks  show 
$1 ,500,000  in  payrolls,  with  Idaho,  Texas,  and  Washington 
showing  three  small  pay  rolls  all  in  checks,  while  Ken- 
tucky, New  Hampshire,  Virginia,  and  West  Virginia  show 
four  altogether  in  cash.  The  returns  of  the  mutual  sav- 
ings banks  are  trifling. 

We  have,  then,  an  aggregate  of  pay  rolls  for  the  week 
ending  March  13  of  $134,811,771,,  of  which  30  per  cent 
was  in  checks  and  70  per  cent  in  cash.  It  should  be  said 
that  some  of  these  pay  rolls  were  not  actually  made  up. 
In  many  places  wages  are  paid  monthly,  and  in  a  good 
many  such  instances  the  banks  stated  that  fact  and 
returned  one-fourth  of  the  month's  pay  roll,  indicating, 
however,  how  it  was  made  up. 
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Of  cotirse  there  is  no  way  of  knowing  how  many  people 
are  represented  in  this  wage  payment,  for  doubtless  sala- 
ries of  officers  are  included  as  well  as  wages.  The  figures 
show,  however,  that  a  large  number  of  the  wage-earners 
of  the  country  are  accustomed  to  receive  payment  by 
check,  and  that  this  custom  predominates  in  agricultural 
rather  than  in  industrial  sections  of  the  country.  This  is 
in  keeping  with  the  showing  made  by  all  the  other  tables 
that  the  proportion  of  checks  in  country  payments  is 
high.  The  showing  made  by  the  table  is  evidence  of  the 
fact  that  large  numbers  of  wage-earners  at  any  rate 
receive  checks,  whether  they  draw  them  or  not.  If  they 
receive  them,  they  must  cash  them.  In  some  cases,  un- 
questionably, the  pay  check  will  be  deposited  to  the 
account  of  the  recipient  and  he  will  draw  his  own  checks. 
In  the  large  majority  of  cases,  however,  the  probability 
is  that  these  checks  are  ttuned  into  the  stores  or  cashed 
at  the  banks.  There  is  some  reason  to  think  that  in  some 
places  they  are  largely  cashed  in  saloons.  Nevertheless, 
they  swell  the  volume  of  business  done  by  checks  to  the 
extent  to  which  they  are  used  in  paying  bills,  and  to  the 
degree  that  they  promote  the  use  of  bank  accounts  and 
checks  by  the  wage-earners  themselves.  There  is  no  way 
of  making  any  allowance  for  these  items. 

The  common  belief  is  that  wage-earners  do  not  use 
checks  in  making  payments  to  any  extent  worth  men- 
tioning. This  is  probably  true  if  by  wage-earners  is 
meant  the  manual  laborers.  People  in  clerical  posi- 
tions, with  no  larger  income  than  many  manual  laborers, 
are  users  of  checks  to  a  degree  as  large  proportionally 
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as  wealthy  people.  The  manual  laborer  is  in  another 
class  in  this  respect.  He  is  usually  paid  by  the  week, 
or,  at  any  rate,  by  the  month.  Some  States,  indeed, 
now  require  weekly  payments.  In  so  far  as  they  do 
the  amount  which  each  person  receives  is  smaller  than 
if  the  wage  period  were  longer.  The  wages  received, 
therefore,  are  usually  too  small  to  be  the  basis  of  a  bank 
account.  The  banks,  it  is  urged,  do  not  want  such 
accounts.  This  statement,  however,  must  be  taken 
with  many  grains  of  allowance,  especially  in  the  smaller 
places.  Many  banks  in  small  places  are  glad  to  get  all 
accounts,  however  small. 

We  must  remember  that  the  volume  of  expenditures 
of  wage-earners,  in  the  sense  of  manual  laborers,  is,  after 
all,  not  so  large  a  proportion  of  the  total  expenditure 
of  the  country  as  would  drag  down  the  percentage  of 
business  done  by  checks  to  a  very  great  extent. 

Moreover,  the  use  of  pay  checks  makes  a  contribu- 
tion of  some  amount,  even  from  the  wage-earning  class, 
to  the  percentage  of  checks  in  doing  business.  If 
30,000,000  individual  wage-earners  had  spent  $1  a  day 
in  addition  to  the  amount  of  our  retail  bank  returns, 
and  had  spent  it  all  in  money,  the  total  retail  deposits 
would  have  been  $90,000,000,  approximately  the  sum 
obtained  after  allowance  for  returns  of  nonreporting 
banks.  With  the  amount  of  checks  deposited  remain- 
ing as  in  the  tables,  the  checks  would  still  be  50  per  cent 
of  the  pa)niients. 

Returns  from  merchants. — When  the  investigation  of 
the  deposits  of  retail  tradesmen  was  under  way  in  1894, 
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the  writer  requested  friends  in  different  parts  of  the 
country  to  secure  for  him  some  information  directly 
from  merchants  in  retail  trade  concerning  the  proportion 
of  their  receipts  in  checks  from  day  to  day.  The  infor- 
mation was  meager,  and  it  came  too  late  to  be  of  use 
to  the  Comptroller  in  1894.  It  was  included,  however, 
in  the  report  of  1896  and  will  be  found  there  in  detail. 
The  information  thus  received  has  been  made  the  basis 
of  some  criticism  of  the  report  of  1896  and  used  as  evi- 
dence that  a  large  proportion  of  the  people  pay  their 
retail  purchases  with  checks,  despite  the  showing  of 
the  bank  deposits.  For  that  reason  it  seems  worth 
while  to  discuss  the  value  of  the  evidence  received  at 
that  time  and  to  add  a  little  more  to  it  now.  In  the 
criticism  based  on  this  information  emphasis  has  been 
put  on  the  returns  which  were  lowest  and  but  little 
attention  paid  to  those  which  tallied  fairly  with  the 
general  percentage  shown  in  the  bank  reports;  and  so 
far  as  the  writer  knows  no  attempt  has  ever  been  made 
by  the  critics  to  reconcile  differences  or  to  give  a  reason- 
able explanation  for  assuming  that  the  lowest  returns 
were  the  proper  ones  to  choose  as  typical. 

The  first  place  mentioned  in  the  discussion  of  1896 
from  which  this  kind  of  evidence  was  secured  was  New 
Brunswick,  N.  J.  Of  four  stores  there  from  which 
reports  were  received,  three,  whose  patronage  was  gen- 
eral, received  a  trifle  over  51  per  cent  in  checks  in  .pay- 
ment of  a  total  trade  of  somewhat  over  |io,ooo.  A 
fourth  grocery  store  there  received  1.6  per  cent,  but  its 
trade  for  the  whole  month  was  less  than  $1,000 — that 
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is,  less  than  one-tenth  of  the  trade  of  the  other  three. 
.But  the  important  matter  is  not  the  proportion  of  pur- 
chasers who  pay  by  check,  but  the  proportion  of  the 
volume  of  purchases  paid  for  by  check.  The  average 
percentage  of  the  four  groceries,  however,  is  47.5,  which 
is  almost  exactly  the  figiure  of  the  bank  returns  for  the 
city  of  New  Brunswick  in  1896.  Two  grocers  and  two 
fuel  dealers  in  Lewiston,  Me.,  received  during  the  month 
of  September,  1894,  10  per  cent  and  25.4  per  cent,  re- 
spectively. There  is  reason  to  think  that  the  average 
of  these,  17  per  cent,  was  low. 

Undue  emphasis  has  been  placed  on  certain  returns 
from  Iowa  City,  Iowa.  The  returns  were  for  the  trade 
of  one  day,  a  Saturday,  ,November  24,  and  showed  that 
the  percentage  of  checks  received  "varied  from  2  in  the 
case  of  grocers  to  30  in  the  case  of  furniture  dealers, 
iDutchers,  and  dealers  in  flour  and  feed."  The  returns 
are  given  in  detail  in  the  report  of  1896.  To  one  who 
is  famiUar  with  the  trading  customs  of  the  Middle  West 
there  is  nothing  at  all  surprising  in  this  showing,  and  it 
does  not  invalidate  so  fully  as  some  critics  have  thought 
the  average  proportion  of  checks  in  the  retail  bank 
returns  of  Iowa  City  at  that  time,  which  was  74  per 
cent.  Saturday  is  the  day  when  the  smaller  pturchasers 
(do  their  trading.  The  larger  piurchasers  avoid  the  rush  of 
Saturday  trade  in  cities  of  this  kind  and  buy  in  the  quiet 
days  of  the  week.  No  attention  has  been  paid,  however, 
in  criticisms  of  these  Iowa  City  returns  to  the  percent- 
age of  checks  shown  in  the  running  accounts.  Attention 
has  been  called  to  the  cash  sales  only.     The  nmning 
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accounts  of  the  rettims  received  directly  from  merchants 
and  which  we  are  discussing  show  33  per  cent  of  checks 
in  Iowa  City,  44  in  Davenport,  31  in  Winterset,  while' 
the  percentage  of  checks  in  the  cash  sales  were  8.7  and 
7,  respectively.  But  the  running  accounts  outweigh 
the  cash  sales  of  the  day  many  times.  Therefore  even 
the  lowest  showing  for  the  proportion  of  checks  in  pay- 
ments to  merchants  in  these  places  at  this  time  would 
be  much  larger  than  the  14  of  which  so  much  may  be 
made  if  one  is  trying  to  prove  a  point  rather  than  to 
describe  the  situation  or  find  conclusions  based  on  all 
the  facts. 

The  table  giving  the  returns  from  Iowa  City  and  the 
other  two  places  mentioned  was  inserted  by  the  writer 
in  his  report  just  as  it  was  received.  It  will  be  seen  from 
an  inspection  of  that  table,  as  given  in  the  Comptroller's 
report  for  1896,  that  the  cash  and  running  accounts 
together  show  the  average  of  14  per  cent  in  checks. 
The  writer  has  always  questioned  whether  in  making  this 
average  the  cash  sales  and  the  running  accounts  were 
properly  weighted  according  to  their  volumes. 

Similar  remarks  will  apply  to  I/awrence,  Kans.  The 
percentage  shown  by  the  direct  repUes  of  merchants  in 
1 894  was  low.  As  a  matter  of  fact,  however,  it  is  probably 
demonstrable  that  as  Lawrence,  Kans.,  is  a  university 
town,  it  is  one  in  which  the  habit  of  paying  by  check  is  well 
developed. 

The  direct  data  of  1894  were  supplemented  in  1896  with 
information  representing  the  accounts  of  about  40  retail 
traders  for  a  month  each.  The  figures  were  in  substantial 
harmony  with  the  general  returns  of  the  banks. 
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A  large  number  of  returns  direct  from  merchants  of  the 
character  of  their  receipts  from  day  to  day  for  a  week  or  a 
month  would  be  very  valuable  in  such  an  inquiry.  How- 
ever, the  writer  doubts  whether  they  would  change  the 
general  conclusion  as  to  the  proportion  of  checks  used  in 
retail  trades  if  proper  allowance  is  made  for  errors  in  the 
bank  returns,  as  was  done  in  1896.  It  would  riot  seem 
worth  while,  therefore,  in  the  present  investigation  to  go 
extensively  into  this  phase  of  the  matter,  especially  when 
the  labor  entailed  in  the  analysis  of  the  12,000  bank  reports 
was  as  much  as  could  be  undertaken  in  the  limited  time  at 
the  writer's  disposal  before  the  report  had  to  be  made.  A 
few  test  cases,  however,  have  again  been  sought  and  are 
here  listed.^  All  these  cases  are  in  Illinois,  although  not  in 
the  same  place. 

Returns  from  merchants. — Case  i :  A  retail  furniture 
store  on  one  day  took  in  $634,  of  which  $10  was  in  money; 
the  rest  was  in  checks.  On  another  day  it  took  in  $265, 
of  which  only  $10  was  in  money.  The  average  receipts 
of  this  store  from  month  to  month  show  not  much 
more  than  10  per  cent  in  money.  It  is  situated  in  a 
city  of  a  little  less  than  25,000.  Like  all  stores  in  such 
places  in  this  part  of  the  country,  it  has  a  large  farmers' 
trade. 

Case  2:  A  retail  butcher  reports  to  the  writer  $105  in 
money  in  a  total  of  $540. 

Case  3 :  One  of  the  largest  retail  stores  in  the  city  of 
Chicago  reports  for  the  month  of  June,  52.9  per  cent  of  its 
receipts  in  checks.  This  is  one  of  the  stores  which  are 
thronged  every  Saturday  by  purchasers  of  all  classes. 
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Case  4:  A  confectioner;  the  writer  supposed  that  here 
would  be  a  kind  of  business  in  which  checks  would  prob- 
ably not  appear  at  all.  The  proprietor  told  him  that  from 
5  to  10  per  cent  of  his  cash  sales"  daily  were  paid  for  in 
checks  and  that  about  50  per  cent  of  his  "charged"  sales 
were  paid  for  with  checks.  The  "charged"  sales  wei-e 
three-fourths  of  the  total  sales  for  the  month,  so  that  the 
proportion  of  checks  in  his  total  month's  receipts  would  run 
about  40  per  cent. 

Case  5:  A  retail  baker;  here  again  the  writer  was  of  the 
opinion,  a  priori,  that  there  would  be  few  checks  in  the 
month's  receipts.  As  he  stood  and  watched  people  buying 
"  a  5-cent  loaf,  "  "  10  cents'  worth  of  cookies,"  "  half  a  dozen 
rolls,"  for  half  an  hour  at  a  time  on  several  occasions,  before 
he  put  the  question  to  the  proprietor,  his  belief  was 
strengthened.  To  his  surprise,  the  proprietor  of  the 
bakery  told  him  that  while  none  of  his  cash  sales  were  paid 
for  by  check,  80  per  cent  of  his  "  charged  "  sales  were  so 
paid  for  and  that  they  amounted  to  about  50  per  cent  of 
his  business.  This  would  give  approximately  40  per  cent, 
in  his  case,  of  checks  in  his  total  payments. 

Case  6:  The  writer  then  went  into  a  barber  shop  think- 
ing that  here. he  certainly  would  find  the  place  where 
checks  were  unknown.  However,  as  he  entered  the  door 
the  first  thing  in  sight  was  a  large  array  of  the  shaving 
mugs  of  customers.  The  proprietor  said  that  he  received 
about  15  per  cent  of  his  month's  receipts  in  checks. 

Case  7:  This  was  for  one  of  the  largest  retail  general 
stores  in  the  city  of  Chicago,  in  which  one  can  buy  anything 

"  A  "  cash  sale  "  is  a  sale  paid  for  at  the  time  of  purchase,  whether  the  pay- 
ment be  made  with  check  or  money. 
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from  a  case  of  pins  to  a  piano  or  a  diamond.  Its  patronage 
is  drawn  mainly  from  the  middle  class  of  wage-earners.  It 
reports:  "We  figm-e  about  15  per  cent  of  payments  for 
retail  purchases  are  paid  by  checks. "  In  this  case  no 
statement  of  the  volume  of  business  was  given,  nor  of  the 
length  of  time  for  which  the  statement  is  made. 

Case  8 :  "  Notion  store  "  in  a  srnall  city.  In  this  store,  of 
a  total  of  $3,750  received  in  a  certain  period  of  time,  i  }4  per 
cent  was  in  checks.  This  is  one  of  the  stores  sometimes 
called  in  different  parts  of  the  country  "five  and  ten  cent 
stores. " 

Case  9:  A  grocer  in  the  same  city  with  the  furniture 
store  first  mentioned.  This  store  is  known  as  a  strictly 
first-class  grocery  store,  and  professes  to  sell  "no  cheap 
goods, "  in  the  sense  of  poor  goods.  Its  reputation  is  of 
the  best.  The  proprietor  told  the  writer  that  on  an  aver- 
age, month  in  and  month  out,  probably  more  than  60  per 
cent  of  his  receipts  were  in  checks.  Of  course  there  are 
days  when  no  checks  come  in  for  cash  sales.  There 
are  other  days  when  they  are  received  pretty  heavily. 
On  the  Friday  on  which  the  writer  happened  to  call  on 
the  proprietor  there  were  no  checks  in  the  cash  sales, 
but  70  per  cent  of  the  sales  were  charged,  and  of  these  85 
per  cent,  he  said,  are  usually  paid  in  checks.  So  that  his 
average  of  probably  inore  than  60  per  cent  was  sustained 
by  these  figures. 

Case  10:  A  druggist;  the  drug  business,  again,  is  one 
which  a  person  would  expect  the  money  pajmients  to  pre- 
dominate. The  writer  called  on  three  druggists.  One 
gave  the  actual  figures  of  his  business  for  a  certain  period 
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and  was  able  to  tell  what  percentage  of  this  was  received 
in  the  form  of  credit  paper,  since  he,  hke  some  other 
business  men,  keeps  track  of  every  check  he  receives.  It 
appeared  that  62  and  a  fraction  per  cent  of  his  receipts 
for  a  year  were  in  checks. 

Case  1 1 :  Another  druggist  <^  whose  store  is  of  the  same 
general  character,  reported  a  very  small  percentage  of 
checks  in  his  receipts — not  more  than  10,  he  thought. 
This  was  his  "best  guess." 

Case  12:  The  third  druggist  reported  as  his  "best 
guess  "  a  figure  between  the  two  others,  about  25  per  cent. 

Case  13 :  Another  large  store  in  Chicago  doing  a  business 
of  many  millions  a  year,  and  catering  in  the  main  to  the 
middle  class  of  people.  Their  checks  and  money  orders 
for  the  month  of  May  were  17.7  per  cent  of  their  receipts 
and  in  June  15.1  per  cent. 

Case  14:  It  was  urged  on  the  writer  by  some  disputants 
that  the  street  .car  companies  and  the  steam  railroads 
would  certainly  show  a  very  small  percentage  of  checks 
in  their  receipts.  Of  course  this  is  true  because  of  their 
regulations  against  receiving  checks  and  becai^se  the  fare 
is  such,  especially  on  the'  street  car,  as  to  preclude  the  use 
of  checks.  However,  the  writer  decided  to  test  the  matter 
and  secured  figures  from  a  station  agent  on  an  important 
railroad  in  one  of  the  smaller  towns.  Of  course  his  state- 
ment showed  at  once  that  while  the  passenger  receipts 
were  practically  all  cash,  the  receipts  for  freight  payments 
showed  a  large  percentage  of  checks.     Checks  are  not 

a  It  should  be  said  that  although  called  drug  stores,  these  stores,  in  addi- 
tion to  their  drug  business,  sell  a  miscellaneous  assortment  of  articles,  since 
they  are  located  in  a  country  town. 
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received  at  the  passenger  offices  except  as  a  matter  of 
accommodation  to  well-known  patrons.  Perhaps  not 
more  than  5  per  cent  of  the  passenger  receipts  at  this  sta- 
tion are  in  checks,  and  they  are  taken,  as  has  been  noted, 
as  a  matter  of  accommodation.  This  practice,  however, 
is  much  more  general  than  one  might  at  first  think.  The 
total  receipts  and  the  percentage  of  receipts  in  cash  at  this 
station  on  freight  account  Were  obtained  for  each  of  five 
days  and  showed  80.2,  95.3,  94.9,  89.1,  96.1,  and  92.1, 
respectively,  of  checks. 

Case  1 5 :  A  retail  clothier  reports  that  of  the  amount  of 
his  cash  sales  about  35  per  cent  is  paid  with  checks  and  of 
his  "charged"  sales  about  90  per  cent.  His  "charged" 
sales  are  about  three-fourths  of  his  total  sales.  This 
would  make  the  proportion  of  checks  in  his  total  sales 
probably  a  little  over  75  per  cent.  The  business  is  prin- 
cipally ready-made  clothing  and  gentlemen's  furnishings. 

Case  16:  A  department  store  in  a  town  of  20,000  in 
Illinois,  reports  that  about  18  per  cent  of  the  receipts  for 
sales  (not  including  checks  cashed)  is  in  checks.  This  pro- 
portion is  an  average  of  actual  receipts  for  three  months  in 
the  spring.  The  patronage  of  the  store  is  largely  wage- 
earners. 

Case  17:  This  was  for  a  department  store  in  the  same 
city  of  about  the  same  grade  and  catering  to  the  same 
general  class  of  people.  The  proportion  of  checks  in  its 
total  receipts  for  a  week  was  43. 

Case  18:  This  store  deals  principally  in  ladies'  furnish- 
ings, although  some  men's  furnishings  are  also  sold,  as  well 
as  lace  curtains  and  other  articles  of  that  kind  for  house 
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furnishing.  The  proportion  of  checks  in  a  week's  receipts 
in  August  for  cash  sales  alone  was  69.  In  addition  are 
to  be  counted  the  checks  in  payment  of  "charged"  sales 
which  were  23  per  cent  of  the  total  business.  About  90 
per  cent  of  the  charged  sales  were  paid  with  checks,  so 
that  the  percentage  of  checks  in  all  payments  is  about  73. 

Case  19:  A  considerable  percentage  of  the  checks  de- 
posited by  this  firm — a  great  department  store — are 
checks  which  they  have  cashed  for  customers.  The  pro- 
portion of  checks  deposited  to  total  receipts  averages  62 
per  cent  for  a  month.  The  following  extract  from  a  letter 
received  from  the  firm  explains  the  conditions :  "We  cash  a 
great  many  teachers'  and  other  city  employees'  checks,  a 
very  small  proportion  of  which  applies  to  payments  of  ac- 
counts or  for  merchandise.  We  also  cash  a  great  many 
checks  for  our  customers,  as  it  frequently  is  much  more 
convenient  than  going  to  a  bank  for  their  funds.  It  is  also 
customary  for  a  great  many  employees  of  manufacturing 
concerns,  who  are  paid  by  check  to  cash  same  in  our  es- 
tablishment. Again  many  cash  customers  will  niake  a 
purchase  of  a  few  dollars  and  draw  a  check  for  a  larger 
amount,  when  they  desire  some  currency.  As  we  have  a 
great  many  cashiers  all  over  the  house,  and  each  one  re- 
ceives checks,  it  is  impossible  when  they  come  to  the 
counting  room  for  us  to  determine  whether  they  have  been 
applied  in  whole  or  part  upon  purchases. 

"  I  presume  that  the  above  conditions  prevail  to  a  very 
much  larger  extent  in  our  retail  establishment  than  in  a 
majority  of  other  concerns.  You  will  readily  see  from  the 
ooints  enumerated  that  the  amotmt  of  checks  we  receive 
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and  deposit  bears  no  relation  in  any  way  to  the  volume  of 
business  done,  as  a  very  large  amount  of  the  checks  would, 
be  considered  as  'accommodation banking.' 

"The  proportion  of  currency  in  our  bank  deposits  i& 
comparatively  small,  as  our  heavy  pay  rolls  are  paid  from 
currency  receipts,  also  all  other  necessary  currency  dis- 
bursements." 

Case  20:  Another  great  department  store  in  Chicago., 
whose  yearly  business  reaches  into  the  millions,,  reports  ^ 
"We  have  taken  several  months  as  a  basis  for  the  infor- 
mation which  you  desire,  and  find  that  the  percentage  of 
checks  to  our  total  receipts  is  46.45." 

Case  21:  A  retail  shoe  store  in  a  small  city  in  Illinois.. 
The  receipts  of  several  months,  approximating  $30,000^ 
showed  34  per  cent  in  checks. 

WHAT  THE   DEPOSITS   SHOW. 

What,  now,  do  the  figures  tell  us?  They  certainly  show 
what  the  merchants  deposited  and  what,  therefore,  they 
received.  They  must  include  the  money  and  the  checks 
received  in  payment  of  sales  of  goods,  in  so  far  as  expenses 
have  not  been  paid  in  the  meantime  from  these  receipts, 
plus  any  pay  checks  which  have  been  taken  in  settlement 
of  purchases,  but  in  excess  of  the  value  of  the  purchase,  so 
that  "  change  "  for  the  balance  was  given  the  customer. 

We  have  seen,  however,  that  the  pay  checks  and  ex- 
penses paid  are  in  all  probability  negligible  quantities  for 
the  day  in  question.  The  retail  deposits  on  this  occasion 
may  therefore  be  taken  as  fairly  representing  the  receipts 
of  the  merchants  for  sales,  plus  some  amount  of  checks 
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cashed  as  a  matter  of  accommodation.  Except  for  this 
amount,  the  deposits  represent  therefore  the  payments 
for  purchases.  Some  running  accounts  are  doubtless  in- 
cluded, but  there  is  no  reason  for  thinking  that  the  propor- 
tion of  checks  in  the  payments  of  these  running  accounts 
was  less  than  the  average  shown  by  the  tables.  Doubtless 
a  good  many  merchants  did  not  "bank"  their  receipts. 
Let  us  assume,  however,  although  the  assumption  seems 
extravagant,  that  20,000,000  wage-earners  in  industrial 
pursuits  and  domestic  and  personal  service  spent,  each, 
60  cents  on  the  day  in  question,  all  in  money,  and  that 
only  half  of  this  found  its  way  into  our  statistics.  This 
would  give  us  $6,000,000  to  be  added  to  the  cash  side.  If, 
in  addition,  we  "guess"  at  10  per  cent  as  the  proportion 
of  the  whole,  which  on  this  "  nonsettlement "  day  were  for 
running  accounts,  we  may  make  allowances  as  follows: 


Deductions. 

Checks. 

Total. 

Checks. 

Total. 

$44. 279. 292 
8,840,543 

$60,446,  722 
10,472,601 

Deduct  checks  cashed: 

10  per  cent  of  all  checks-  - 

10  per  cent  of  total,  for 

payments  on  account, 

in  ratio  of  tables  (73  Per 

cent). 

$4,427,929 
4,412.614 

S4.  427.929 
6,044,  672 

35.438,749 

49,974.121 

Add  to  total,  money  received  but  not  "banke 

i" 

Modified  returns,  with  allowances  for  deductions  and 

35.438. 749 

55.974. 121 

This  gives  us  63  per  cent  of  checks.     If  we  perform  a 
similar  operation  on  the  corrected  totals,  that  is,  the  re- 
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turns  increased  by  the  amounts  allowed  for  the  banks 
which  did  not  report,  first  deducting  the  $6,000,000  money 
not  "banked"  from  the  corrected  check  totals,  we  find  an 
average  of  60  per  cent  of  checks. 

ESTIMATES   FROM   EXPENDITURE   AND   POPULATION. 

We  may  make  an  estimate  of  the  average  total  retail 
expenditure  of  the  country  for  purposes  of  comparison 
with  the  retail  deposits  returned  by  the  banks  in  this 
inquiry. 

According  to  Bulletin  No.  77,  July,  1908,  of  the  United 
States  Bureau  of  Labor,  the  average  food  cost  per  working- 
man's  family  in  1907,  allowing  for  advances  in  prices  from 
the  figures  of  1901  which  were  taken  as  a  base,  was 
$374-75-  Allowing  10  per  cent  advance  "*  since  the  figures 
were  published,  the  average  food  cost  would  be  $412. 
This  expenditure  for  food  is  about  43  per  cent  of  the  total 
expenditure.  This  gives  $958  as  the  average  annual  ex- 
penditure of  each  workingman's  family,  or,  for  an  average 
family  of  five,  a  per  capita  daily  expenditure  of  about 
52  cents.  Let  us  take  this  as  the  average  for  those  in  the 
manufacturing  industries,  in  which  about  12,000,000 
people  are  employed,  representing,  perhaps,  36,000,000  of 
our  population.  This  is  on  the  assumption  that  half  are 
married  and  that  the  average  family  numbers  five  persons. 
Thus  we  get  for  total  daily  expenditure  for  this  class 
$18,720,000. 

"There  has  been  little  or  no  advance.  But  the  point  is  to  be  sure  not  to 
-underestimate  the  expenditure  of  those  economic  classes  who  use  money 
more  largely  than  checks. 
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Other  classes  doubtless  are  spending  more  than  this. 
The  professional  classes,  the  farmers,  and  many  of  those  in 
what  is  called  "  personal  and  domestic  service,"  spent  more 
than  these  did.  Suppose  the  average  amount  is  80  cents, 
representing  an  annual  income  of  about  $1,500;  then 
the  total  daily  expenditure  of  the  other  classes  would  be 
about  $43,000,000,  giving  a  total  of  about  $60,000,000, 
estimating  the  population  at  90,000,000.  When  we  con- 
sider the  advance  in  wages  and  salaries  and  the  large 
amounts  spent  by  the  wealthy,  this  amount  appears  too 
small,  and  it  probably  is  so. 

The  report  of  the  Interstate  Commerce  Commission  for 
1907  gives  1,672,074  as  the  number  of  railway  employees 
in  the  year  ending  June  30,  1907.  The  aggregate  amount 
of  compensation  received  by  these  was  $1,072,386,427. 
This  is  an  average  yearly  wage  of  $641,  which  is  consider- 
ably higher  than  for  manufactures.  Of  the  whole  number 
of  employees,  however,  the  general  officers,  other  officers, 
general  office  clerks,  station  agents,  enginemen,  and  con- 
ductors receive  a  high  enough  wage  and  belong  to  the 
general  class  of  people  who  use  checks  to  justify  us  in  sup- 
posing that  a  considerable  proportion  of  them  keep  bank 
accounts  and  pay  with  checks.  Far  the  larger  proportion 
of  these  employees  receive  over  $2  a  day. 

About  50  per  cent  of  the  people  engaged  in  transporta- 
tion, as  well  as  in  manufacturing,  are  reported  by  the 
census  of  1900  as  married.  Undoubtedly  more  than  one 
member  of  each  family  is  working,  so  that  the  aggregate 
family  income  is  considerably  more  than  is  shown  by  the 
earnings  of  any  one  individual.  Women  in  manufactures 
receive  on  an  average  about  $300  a  year,  while  the  men 
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receive  about  $500.  If  one  man  and  one  woman  in  the 
same  family  are  working,  we  would  have,  therefore,  an 
aggregate  family  income  of  from  $800  to  $1,000,  which  is 
approximately  the  amount  previously  estimated. 

The  matter  of  using  checks  is  largely  determined  by  the 
social  class  of  the  individual.  As  has  been  remarked  be- 
fore, a  clerk  with  an  income  of  $1,000  or  $1,200  would 
probably  have  a  bank  accoimt  and  check  against  it,  when 
a  laborer  would  not.  The  same  is  true  in  a  measure  of 
teachers,  stenographers,  private  secretaries,  and  most 
of  the  other  people  employed  in  this  kind  of  personal 
service.  The  same  is  true,  too,  to  a  much  greater  extent 
of  the  professional  classes  and  the  so-called  wealthy  class. 
Now,  those  who  use  checks  doubtless  make  far  the  largest 
part — possibly  90  per  cent — of  their  payments  therewith. 
Their  per  capita  expendittu-e  imdoubtedly  exceeds  that  of 
the  wage-earning  class.  How  much  we  do  not  know,  but 
we  might  guess  that  it  would  be  more  than  double.  If, 
then,  we  consider  the  aggregate  of  the  expenditures  of  those 
people  in  trade  and  the  manufacturing  industries  and  in 
transportation  who  are  in  the  habit  of  using  checks,  to- 
gether with  those  of  the  various  classes  just  mentioned, 
concerning  whose  practice  there  is  Uttle  doubt,  there 
seems  little  ground  for  not  believing  that  the  larger  pro- 
portion of  the  expenditure  of  the  community  is  made  by 
means  of  checks.  This  is  the  conclusion  to  which  our 
tables  also  point. 

Another  way  of  going  at  the  problem  may  perhaps  be 
based  on  the  character  of  the  population.  In  the  inquiry 
of  1896  there  was  a  discussion  of  the  probable  percentage 
of  checks  used  by  negroes  and  the  foreign  population.     An 
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inspection  of  the  table  of  occupations  of  negroes  in  1900 
shows  that  the  number  engaged  in  occupations  in  which 
they  would  be  likely  to  use  checks  is  very  small.  The 
whole  number  at  that  date  was  8,000,000,  and  of  these  less 
than  80,000  were  engaged  in  business  pursuits  in  which 
checks  would  ordinarily  be  used.  That  there  must  be 
some  use  of  checks  by  this  great  population  we  are  bound 
to  conclude,  not  only  because  some  of  them  are  engaged, 
as  just  said,  in  occupations  in  which  checks  are  ordinarily 
used,  but  also  because  no  inconsiderable  number  of  them 
have  amassed  fair  amotmts  of  wealth.  Ten  years  ago 
there  were  156,372  negroes  who  owned  their  own  farms, 
and  about  30,000  more  who  were  part  owners. 

In  the  discussion  of  this  subject  in  1896,  5  per  cent 
was  the  average  assigned  in  the  negro  population  as  com- 
pared with  other  divisions  of  the  people  in  the  use  of 
checks.  This  must  be  weighted  by  their  probable  per 
capita  expenditure  in  computing  the  general  average.  As 
to  the  foreign  population,  practically  none  of  them,  in 
their  home  countries,  have  been  used  to  deposit  banking, 
and  are  therefore  unacquainted  with  payments  by  check. 
In  1896  it  was  found  that  among  the  foreign  popu- 
lation along  Milwaukee  avenue,  in  Chicago,  one  retail 
grocer  got  15.5  per  cent  of  his  proceeds  for  the  month  in 
checks,  one  butcher  10  per  cent,  a  coal  dealer  12  per  cent, 
one  clothier  9  per  cent,  one  dry-goods  merchant  19  per 
cent,  one  furniture  dealer  18  per  cent.  We  may  perhaps 
assume,  therefore,  that  15  per  cent  of  the  payments  of 
this  population  are  made  by  means  of  checks,  for  we 
must  remember  that  the  foreigner  learns  very  rapidly. 

1"he  native  white  population,  aside  from  the  wage- 
earners,  undoubtedly  are  users  of  checks  to  a  very  great 
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extent.  Payment  by  check  is,  of  course,  the  custom 
among  people  of  large  incomes,  and  probably  also  with 
all  classes  of  people  with  an  income  of  $1,200  or  more, 
in  all  occupations  excepting  manual  labor.  The  writer 
believes  that  it  will  be  found  true  that  of  two  men,  each 
with  an  income  of  $1,200  a  year,  the  one  making  his  as 
bookkeeper  or  by  other  clerical  service,  and  the  other  by 
manual  labor,  the  former  will  very  likely  have  a  bank  ac- 
count and  pay  his  bills  to  a  large  extent  with  checks, 
while  the  latter  will  pay  with  money. 

We  must  remember,  however,  that  what  we  are  try- 
ing to  get  is  the  average  volume  of  purchases  paid  for 
with  credit  documents.  We  are  not  trying  to  find  the 
number  of  people  who  use  checks.  If  one  person  pays 
out  as  much  as  ten  others  and  pays  all  his  bills  with 
checks,  the  percentage  of  business  payments  made  with 
checks  would  be  50,  although  the  number  of  people  would 
be  II,  only  one  of  whom  used  checks.  A  good  deal  of 
the  misapprehension  as  to  the  extent  of  the  use  of  checks 
in  business  payments  arises  from  not  keeping  clearly  in 
mind  the  distinction  between  the  proportion  of  people 
who  use  checks  and  the  proportion  of  business  done  with 
checks.     It  is  the  latter  that  we  are  discussing. 

The  returns  of  the  present  inquiry  certainly  do  not 
support  the  views  of  critics  who  assert  that  the  figure  as- 
signed from  the  investigation  of  1896  as  the  fair  one  to 
represent  the  proportion  of  retail  payments  made  with 
credit  paper  wa,^  too  large.  That  figure  was  50  per  cent. 
A  careful  consideration  of  the  present  data  leads  the  writer 
to  believe  that  the  ratio  then  assigned  was  nearly  cor- 
rect, and  that  60  would  be  nearer  the  truth  to-day. 
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THE  WHOLESAI,B   RETURNS. 

We  come  now  to  a  discussion  of  the  returns  of  the 
deposits  of  wholesale  dealers.  In  this  term,  as  in  the 
case  of  retail  dealers,  there  is  likely  to  be  some  indefinite- 
ness.  A  merchant  or  firm  may  do  both  wholesale  and 
retail  business,  and  a  bank  may  not  be  able  to  distinguish 
his  deposits  as  retail  and  wholesale.  Occasionally  such 
cases  occurred,  but  not  many  were  specifically  mentioned 
and  the  whole  number  was  few.  There  can  not  be  more 
than  the  most  trifling  error,  if  any,  in  the  returns,  due  to 
this  cause. 

There  was  doubtless,  also,  some  question  in  the  minds 
of  a  good  many  of  the  correspondents  as  to  the  propriety 
of  including  certain  kinds  of  business  firms  under  the  term 
"wholesale  dealers,"  such  as  lumbermen  and  commission 
merchants.  These  latter,  however,  so  far  as  could  be 
determined,  were  all  classed  with  the  wholesale  dealers. 
Businesses  like  the  lumber  business  were  probably  classed 
under  ' '  all  others ' '  in  most  cases.  If  any  depositors  in  this 
or  similar  kinds  of  business  were  classed  with  wholesale 
dealers,  the  presence  of  their  deposits  would  introduce  no 
error  into  the  returns  because  their  methods  of  payment 
are  doubtless  the  same  as  those  of  wholesale  dealers. 

The  error  due  to  a  bank's  ignorance  of  the  business  of 
its  patrons  would  be  much  smaller  in  the  case  of  wholesale 
dealers  than  in  the  case  of  retail  traders.  A  wholesale 
merchant's  account  is  large  enough  to  make  the  bank 
sufficiently  interested  to  know  about  it.  He  undoubtedly 
is  an  occasional,  if  not  a  frequent,  borrower,  and  his  busi- 
ness therefore  would  be  known  to  his  banker.  So  far, 
then,  as  concerns  the  character  of  the  returns,  they  may 
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be  taken  as  reflecting  pretty  accurately  the  method  of 
payments  of  the  wholesale  merchants. 

We  must  remember,  however,  that  wholesale  trade, 
after  all,  is  a  relative  term,  if  we  have  regard  to  its  magni- 
tude in  an  individual  case.  A  man  may  class  himself  as 
a  wholesale  merchant,  and  yet  sell  goods  in  such  quantities 
as  would  be  regarded  as  small  by  a  wholesale  merchant  in 
the  same  line,  perhaps,  in  a  neighboring  city. 

The  classification  depends,  as  in  the  case  of  retail  mer- 
chants, not  so  much  on  the  amount  sold  as  on  the  class  of 
customers.  If  the  merchant  sells,  not  directly  to  con- 
sumers, but  to  retail  merchants  or  others  who  are  to  sell 
again  to  the  consumer,  he  may  properly  be  classed  as  a 
wholesale  dealer.  ' 

Corrections  for  nonreplying  banks. — As  in  the  case  of  the 
retail  dealers,  we  might  make  some  allowance  for  banks 
which  did  not  reply.  This  can  not  be  in  proportion  to  the 
nonreplying  banks,  because  a  very  large  part  of  the  banks 
which  did  not  send  rettims  are  the  smaller  state  and  pri- 
vate banks.  However,  it  is  hardly  worth  while  to  go  to 
the  trouble  of  making  such  a  correction,  for  the  evidence 
is  overwhelming  that  wherever  wholesale  business  is  done 
in  the  country  the  method  of  payment  used  is  preponder- 
atingly  by  means  of  checks.  The  percentage  of  checks  in 
pajntnents  derived  froni  three-fourths  of  the  deposits,  or 
even  one-half  of  the  deposits,  of  wholesale  merchants  in 
the  banks  in  the  country  would  doubtless  be  practically 
the  same  as  that  which  would  be  obtained  if  we  had  an 
exact  statement  of  the  entire  sum  of  the  deposits .  Follow- 
ing are  the  tables  of  deposits  of  wholesale  dealers  by  banks: 
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DISCUSSION  OP   TABI^ES. 

The  wholesale  deposits  of  the  national  banks. — ^The  deposits 
of  wholesale  dealers  returned  by  the  5,452  national  banks 
aggregated  $102,397,773,  of  which  97.2  per  cent  were  in 
checks  and  other  credit  documents.  The  currency  aggre- 
gated $2,362,215,  or  2.3  per  cent;  and  the  specie  $563,203, 
or  about  one-half  of  i  per  cent,  two-fifths  being  silver  and 
three-fifths  gold.  In  this  table,  as  in  all  the  others,  in 
figuring  the  percentages,  the  small  amounts  of  gold,  silver, 
and  currency  have  been  favored  in  keeping  or  throwing 
away  fractions  of  i  per  cent. 

The  highest  percentage  shown  by  the  retiuns  is  99.2 
in  Nebraska;  Minnesota  has  98.8,  New  York  shows  98.7, 
Kansas  98.3,  Vermont  97.5,  Missouri  98.2,  Wisconsin  97.3, 
Illinois  98.1,  Massachusetts  97.8,  Pennsylvania  95.6.  The 
States  which  show  the  largest  volume  of  deposits  are  New 
York,  Illinois,  Massachusetts,  and  Pennsylvania.  The 
lowest  percentage  shown  by  any  of  the  States  is  that  of 
Arizona,  70.9.  The  total  deposits  there  were  $30,140. 
The  District  of  Columbia,  with  total  deposits  of  $161,239, 
has  79.3  per  cent  of  checks.  Nevada,  with  aggregate 
deposits  of  $10,797,  gives  a  return  of  85.7;  Wyoming 
with  $11,639  has  89.2  per  cent;  Alabama  with  $260,669, 
shows  89  per  cent.  No  other  State  shows  less  than  90 
per  cent. 

In  44  States  the  percentage  of  checks  in  deposits  is  over 
90;  in  24  States  it  is  over  95. 

The  wholesale  deposits  of  the  state  hanks. — The  4,288  state 
banks  from  which  replies  were  received  returned  wholesale 
deposits  amounting  to  $15,177,889.     Of  this  amount  92.4 
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per  cent,  or  $14,037,492,  were  in  checks.  The  currency, 
$912,802,  was  6.1  per  cent  of  the  aggregate.  The  specie, 
$227,595,  w^as  about  1.5  per  cent,  and  gold  formed  about 
three-fifths  of  it. 

In  three  instances  the  percentage  of  checks  shown  in 
the  returns  is  100.  These  are  the  deposits  of  New  Mexico, 
Vermont,  and  Wyoming.  The  volume  of  deposits  in  each 
case,  however,  is  so  trifling  that  no  significance  attaches 
to  this  fact.  Otherwise,  the  percentages  run  very  like 
those  of  the  national  banks.  Aside  from  the  three  cases 
of  100  per  cent  just  mentioned,  the  highest  percentage 
retvimed  is  99.1  from  Idaho.  Iowa  has  98.9,  North 
Dakota  98.3,  Oregon  97.2,  South  Dakota  98.5,  and  New 
York  92.8. 

Omitting  the  three  cases  of  100  per  cent  already  men- 
tioned, as  not  being  significant,  14  States  show  a  percentage 
of  95  or  more,  and  30  of  90  or  more.  The  lowest  percent- 
age is  that  of  the  District  of  Columbia,  44.6;  but,  as 
remarked  before,  the  total  deposits  are  a  little  over  $4,000, 
and  therefore  trifling.  Nevada  has  54  per  cent,  but  here 
again  the  deposits  are  only  $3,000.  The  state  banks  are 
evidently  not  used  throughout  the  coimtry  by  wholesale 
dealers  to  so  great  an  extent  as  the  national  banks. 
Nevertheless  the  proportion  of  checks  in  the  deposits 
runs  very  much  the  same. 

The  wholesale  deposits  of  the  private  banks. — ^The  wholesale 
returns  of  private  banks  were  trifling,  being  in  the  aggre- 
gate only  $230,366.  More  than  half  the  returns  come  from 
four  states,  Ohio,  Virginia,  Texas,  and  Illinois.  Therefore 
they  are  not  significant. 
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The  wholesale  deposits  of  the  loan  and  trust  companies. — 
The  aggregate  of  these  was  $6,780,000,  94.9  per  cent 
being  in  checks.  There  were  only  ten  States  in  which 
the  amount  of  deposits  was  large  enough  to  be  worthy  of 
consideration  for  our  purpose.  New  York  leads  with 
deposits  of  $2,670,267,  and  95  per  cent  of  them  in  checks. 
Massachusetts  comes  second  with  $1,953,447  ^^^  97  P^r 
cent  in  checks.  Of  the  States  with  deposits  of  more  than 
$50,000,  the  highest  percentage,  97.4,  is  afforded  by  Mis- 
souri, from  deposits  of  $201,000.  The  lowest,  88.7,  is 
Pennsylvania,  whose  total  deposits  of  this  class  are 
$754,000. 

Nothing  need  be  said  about  the  wholesale  deposits 
of  the  savings  banks,  because  the  number  of  banks  and 
the  amount  involved  are  both  imimportant.  Moreover, 
as  has  been  already  remarked,  the  accounts  of  the  mutual 
savings  banks  in  no  case  have  any  bearing  upon  our 
present  inquiry. 

The  aggregate  wholesale  deposits. — ^Tables  X  and  XI 
give  the  aggregate  wholesale  deposits  in  all  reporting 
banks  by  states  and  by  classes  of  banks,  respectively. 
The  total  is  $124,823,762,  of  which  96.4  per  cent  is  in 
checks.  The  highest  percentage  is  that  of  Nebraska, 
99.2.  New  York  has  97.8,  and  so  is  fourth  in  the  list, 
Kansas,  Minnesota,  and  Nebraska  all  showing  larger 
percentages.  Massachusetts  shows  the  same  as  New 
York. 

The  percentage  of  checks  shown  in  the  table  of  whole- 
sale deposits  by  banks  is  approximately  the  same  for 
the  national  banks,  the  state  banks,  the  loan  and  trust 
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companies,  and  the  stock  savings  bank.  The  loan  and 
trust  companies  show  the  highest  percentage.  The 
private  banks  show  84.8  per  cent  of  their  wholesale 
deposits  in  checks.  The  percentage  for  mutual  savings 
banks  is  not  significant. 

RETURNS    OP    WHOLESAI^E    DEPOSITS    IN    REPRESENTATIVE 
RESERVE  CITIES  AND  BY  GEOGRAPHICAI,  DIVISIONS. 

There  is  no  reason  for  so  detailed  an  examination  of 
the  wholesale  returns  as  was  thought  necessary  in  the  case 
of  the  retail  deposits.  Nevertheless  the  data  are  pre- 
sented in  corresponding  tables  to  show  the -similarity  of 
practice  in  different  parts  of  the  country.  It  will  be  seen 
that,  despite  the  fact  that  so  large  a  part  of  the  business 
shown  by  the  returns  was  done  in  these  cities,  the  propor- 
tion of  payments  made  by  check  is  not  materially  different 
from  that  of  the  rest  of  the  country.  Nor  is  the  proportion 
for  the  country  at  large,  without  the  reserve  cities,  modi- 
fied much  by  omitting  the  reserve  cities.  There  is  a 
change  of  about  3  per  cent — ^from  about  97  to  94. 

Reserve  cities — Wholesale  deposits  of  national  hanks. — It 
will  be  seen  that  of  the  deposits  returned  by  the  national 
banks  for  representative  reserve  cities,  98.2  per  cent  was 
in  the  form  of  credit  documents.  Remembering  what 
has  been  said  about  the  preponderating  influence  of  the 
national  banks  as  compared  with  other  commercial  banks, 
the  significance  of  t^s  high  figure  is  emphasized.  Of 
wholesale  deposits  of  sixty-five  odd  millions  returned  by 
the  national  banks  for  these  reserve  cities,  nearly  29  were 
in  New  York,  and  the  percentage  of  checks  and  other 
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credit  instruments  in  the  deposits  of  that  city  was  99.4. 
Boston  shows  98.6,  Cincinnati  96.8,  and  Chicago  and  St. 
Louis  each  have  98.4.  Thirteen  of  the  24  cities  show  95 
per  cent  of  checks  or  over  in  their  wholesale  deposits. 
Brooklyn's  figure  is  low  because,  of  course,  of  the  fact  that 
it  is  a  subturb  of  New  York,  and  its  business  is  mostly  done 
in  that  city. 

Reserve  cities — Wholesale  deposits  of  state  banks. — ^The 
amount  in  this  case  is  insignificant,  being  a  little  less  than 
$8,000,000.  Of  this  whole  amount  over  $6,000,000  are  in 
the  deposits  of  the  three  central  reserve  cities.  The  per- 
centage of  Chicago,  93.8,  in  this  case  is  highest;  New 
York  shows  92.9,  St.  L-ouis  92.6.  The  amounts  involved 
in  the  other  cases  are  small. 

Reserve  cities — Wholesale  deposits  of  other  hanks. — ^The 
details  for  the  other  banks  show  no  peculiarities,  excepting 
that  the  amounts  involved  are  much  smaller  and  the  per- 
centages run  somewhat  lower.  Here,  again,  we  see  that 
these  banks,  aside  from  the  loan  and  trust  companies,  play 
a  relatively  small  part  in  the  volume  of  the  commercial 
life  of  the  country  when  contrasted  with  the  national 
banks.  The  tables  show  the  distribution  of  the  deposits 
among  the  various  classes  of  banks. 

Reserve  cities — Aggregate  wholesale  deposits. — The  table 
of  aggregate  wholesale  deposits  for  the  reserve  cities 
shows  that  the  percentages  run  highest  for  the  five  cities 
of  New  York,  Boston,  St.  Louis,  Chicago,  and  Philadelphia, 
in  the  order  named.  The  average  for  the  five  is  98.1  per 
cent  and  for  the  whole  country  97.4. 
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Wholesale  deposits  by  geographical  divisions. — The  returns 
for  the  different  geographical  divisions  of  the  country  show 
no  substantial  difference  in  the  proportion  of  checks  in 
total  deposits.  The  percentages  of  the  national  banks 
again  run  a  trifle  higher  and  involve  much  larger  sums. 
The  loan  and  trust  companies,  with  the  exception  of  the 
Western  Division  and  the  South  Central  Division,  also 
average  high.  In  the  case  of  each  of  the  divisions  men- 
tioned, however,  the  amount  of  deposits  returned  was 
trifling,  so  that  neither  of  these  figures  is  worth  consid- 
eration.    The  tables  follow. 
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Conclusion  as  to  wholesale  deposits. — There  is  no  reason 
to  think  that  the  percentage  of  checks  represented  in  the 
deposits  of  the  wholesale  dealers  of  the  various  classes  of 
banks  is  not  typical.  The  average  percentage  in  the  total 
wholesale  deposits  of  $124,823,762  is  96.3.  The  percent- 
age does  not  di£fei  materially  in  the  small  cities  from  what 
is  shown  in  the  returns  of  the  banks  of  the  large  cities.  If 
we  eliminate  from  the  deposits  of  the  five  States  of  Illinois, 
Iowa,  Kansas,  Nebraska,  and  Texas  the  returns  from 
banks  in  cities  of  more  than  25,000,  as  was  done  in  the 
case  of  the  retail  deposits,  we  find,  as  the  following  table 
shows,  that  there  is  no  important  change. 
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Moreover,  the  percentages  for  North  and  South  Dakota, 
in  which  there  are  no  cities  of  the  size  mentioned,  range 
among  the  highest.  There  are  no  important  sources  of 
error;  hence  no  allowances  to  be  made  for  corrections. 
Further,  there  is  no  variation  of  importance  in  the  per- 
centages shown  by  the  different  classes  of  banks,  excepting 
of  course  the  mutual  savings  banks,  which  are  of  no  sig- 
nificance for  the  present  purpose.  The  general  conclusion 
is,  therefore,  that  no  reason  exists  for  not  accepting  96  as 
the  percentage  which  fairly  represents  the  proportion  of 
wholesale  business  of  the  country  done  by  checks  on  the 
day  in  question. 

THE   "ALI,  others"   CtASS   OP  DEPOSITS. 

What  constitutes  the  class  of  "all  others"  deposits  in 
the  bank  returns  ?  The  intention  was  to  have  these  figures 
represent  the  deposits  of  all  accounts  excepting  those 
of  retail  and  wholesale  merchants  and  of  other  banks. 
This  seems  to  be  the  interpretation  put  upon  the  question 
by  nearly  all  the  banks  that  sent  in  replies.  However, 
some  were  in  doubt  whether  to  include  the  accounts 
of  other  banks  and  bankers  and  gave  figures  from 
both  points  of  view,  while  some  doubtless  included  the 
deposits  made  to  the  credit  of  other  banks.  Some  of  the 
blanks  returned  were  accompanied  with  letters  explaining 
the  character  of  the  "all  others"  class  in  the  bank  con- 
cerned. To  supplement  this  information  and  prevent  as 
far  as  possible  any  mistake  about  the  inclusion  of  the 
accoimts  of  other  banks,  the  writer  asked  a  dozen  or  so 
of  the  correspondents  to  explain  what  kind  of  accounts 
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were  included  in  this  class.  Except  in  one  case,  the  an- 
swers were  that  bank  accounts  were  not  included  and  that 
the  list  would  be  too  long  and  too  miscellaneous  to  give. 
However,  the  following  were  instanced:  Museums,  pub- 
lishers, railroads,  livery,  printers,  machinists,  travelers, 
hotels,  insurance,  treasurers  of  organizations,  real  estate, 
pool  rooms,  laundry,  professional  men,  brokers,  stock  and 
bond  financial  corporation  accounts,  church  and  charitable 
accounts,  public  funds,  students  and  college  professors, 
women,  "those  who  have  no  specific  business,"  and  all 
other  individual  accounts.  Of  course  many  other  classes 
are  included.  The  list  is  a  very  miscellaneous  one,  repre- 
senting pretty  nearly  all  classes  in  the  community.  Doubt- 
less the  deposits  of  corporations  and  other  business  firms 
constituted  a  large  part  of  the  deposits  of  this  class  made 
on  the  day  in  question. 

Allowances  and  corrections  to  be  made  in  the  figures  of  the 
"all  others"  class  of  deposits. — It  is  urged  by  critics  that 
in  this  class  there  must  be  a  great  many  duplications  of 
checks  already  counted.  It  is  difficult  to  see  how  this  is 
possible.  The  retail  merchant  has  deposited  his  receipts, 
the  wholesale  merchant  has  deposited  his  receipts,  and 
since  the  accounts  of  other  banks  are  nearly  all  excluded 
from  the  third  class,  it  is  difficult  to  see  how  there  can  be 
much  duplication. 

The  first  obvious  thing  to  do  is  to  add  to  the  returns 
received  an  amount  to  allow  for  the  deposits  of  banks  that 
did  not  reply.  In  the  opinion  of  the  writer  it  is  not  impor- 
tant to  do  this  for  this  class  of  deposits  any  more  than  it  is 
for  the  wholesale  deposits.     The  character  of  the  returns 
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is  too  nearly  uniform,  and  the  percentage  of  the  credit  4ocu- 
ments  everywhere  ranges  about  the  same.  The  indica- 
tions are  that  the  percentage  of  credit  documents  in  any 
reasonable  proportion  of  the  total  returns  will  be  as  accu- 
rate as  a  percentage  derived  from  the  total  itself.  It  has 
been  urged  that  the  banks  which  do  not  reply  to  such 
inquiries  are  the  small  banks  in  the  agricultural  districts 
and  that  in  their  deposits  we  would  expect  naturally  a 
larger  proportion  of  money.  The  figm-es  show,  however, 
that  this  claim  is  not  well  founded. .  The  proportion  of 
credit  paper  in  the  deposits  of  the  banks  of  the  agricultural 
portions  of  the  country  ranges  higher,  if  an)rthing,  than  in 
the  cities,  so  far  as  concerns  the  retail  trade  and,  inferen- 
tially,  individual  deposits.  Moreover,  it  is  a  mere  assump- 
tion that  the  nonreporting  banks  are  mainly  the  small 
banks  in  the  country  districts.  A  great  many  city  banks 
also  did  not  report.  However,  even  if  we  were  to  admit 
the  point  and  were  to  add  the  total  deposits  of  the  non- 
reporting  banks  on  the  day  in  question,  and  class  them  all 
on  the  money  rather  than  the  credit  side  of  om-  account, 
it  is  doubtful  whether  the  proportion  of  credit  paper  in  the 
total  receipts  would  be  materially  changed. 

It  is  in  this  third  class  of  deposits  that  we  find  the  ac- 
covmts  of  the  broker  and  the  speculator.  What  shall  we 
do  with  these?  In  discussing  this  subject,  Francis  A. 
Walker  once  said:"  "Was  I  not  justified  in  saying  that  a 
very  large  part  of  the  credit  transactions,  the  amount  of 
which  is  so  freely  adduced  to  show  the  comparative  insig- 
nificance of  the  cash  transactions,  are,  with  respect  to 

o  Discussions  in  Economics  and  Statistics,  1 :  204. 
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that  object,  purely  fictitious?  Those  who  roll  as  sweet 
morsels  under  their  tongues  such  gigantic  figures  as  thirty 
and  forty  thousand  millions  a  year,  in  speaking  of  the 
work  of  a  single  clearing  house,  are  really  deceived  if 
they  think  that  these  sums  represent  either  transactions 
that  would  have  taken  place  did  not  the  clearing-house 
mill  stand  ready  to  take  the  grist,  or  transactions  the  non- 
existence of  which  would  impair  production  and  legiti- 
mate trade." 

The  remark  of  Mr.  Walker  is  true,  but  not  pertinent. 
Very  likely  the  vast  volume  of  these  transactions  would 
not  take  place  in  the  absence  of  our  credit  system,  or  if  it 
were  less  efficient.  It  is  true,  too,  doubtless,  that  the 
blotting  out  of  many  of  these  transactions  would  not 
impair  what  Mr.  Walker  calls  "legitimate  trade."  A 
large  proportion  of  deposits  in  this  "all  others"  class  un- 
doubtedly represents  speculative  transactions,  all  of  which, 
or  practically  all  of  which,  are  settled  with  credit  paper, 
and  most  of  which  the  business  of  the  country  might  well 
get  on  without.  This,  however,  is  no  reason  for  omitting 
them  from  consideration  in  the  inquiry  in  hand.  To  say 
that  they  are  not  a  part  of  legitimate  trade  and  therefore 
should  be  omitted,  is  beside  the  point.  The  important 
question  is  whether  they  constitute  a  part  of  the  demand 
for  a  medium  of  exchange.  The  "legitimacy"  is  not  in 
question.  It  would  be  just  as  reasonable  to  omit  from 
our  money  column  the  deposits  of  people  who  make  their 
living  by  gambling  with  cards,  or  at  horse  races,  or  in 
other  illegitimate  ways,  as  to  omit  the  "speculative"  or 
"fictitious"  transactions  in  the  credit  column  of  the  bank 
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returns.  These  transactions  call  for  money  for  reserve 
ptirposes  if  not  for  direct  payment;  therefore  they  con- 
stitute one  of  the  factors  in  the  demand  for  money.  For 
that  reason  they  should  be  included. 

If,  however,  the  whole  volume  of  "speculative"  trans- 
actions on  the  day  in  question  should  be  eliminated,  all  of 
it  being  regarded  as  represented  in  the  figtures  of  our  de- 
posits by  checks,  the  proportion  of  checks  in  the  remain- 
ing deposits  would  evidently  still  be  over  90  per  cent. 
For,  surely,  of  the  $502,800,000  of  "all  others"  deposits 
not  more  than  half  were  probably  speculative  in  their 
character.  If,  therefore,  we  subtract  $250,000,000  from 
the  total,  and  also  subtract  $250,000,000  from  the  check 
account,  we  have  remaining  $232,000,000  odd  of  checks 
in  a  total  of  $252,000,000  of  deposits,  which  is  92.1  per 
cent. 

The  returns  of  "all  other  depositors"  from  the  national 
hanks. — ^The  aggregate  deposits  of  the  "all  others"  class 
returned  by  the  national  banks  is  $407,268,393,  of  which 
96.8  per  cent,  or  $394,157,077,  was  in  checks.  Of  the 
whole  amount,  nearly  $230,000,000  were  returned  by  the 
banks  of  New  York,  and  99  per  cent  of  their  deposits  was 
in  credit  paper.  Massachusetts  had  $34,000,000  of  de- 
posits, of  which  97.1  per  cent  were  in  credit  paper.  Penn- 
sylvania had  $32,000,000  of  deposits,  with  92.4  per  cent 
of  checks.  Illinois  had  $25,000,000  of  deposits,  with  a 
percentage  ol  96.3  in  checks.  California  shows  $7,000,000 
of  deposits,  of  which  94.8  per  cent  were  in  checks.  Mis- 
souri, with  $15,000,000  of  deposits,  had  97.4  per  cent  in 
checks;  and  the  Ohio  rettuns  show  nearly  $8,000,000  of 
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deposits,  with  90.3  per  cent  in  checks.  The  highest  per- 
centage is  that  of  New  York,  the  99  already  mentioned; 
the  lowest  is  that  of  Rhode  Island,  which  shows  81.5, 
with  aggregate  deposits  of  $338,328.  Ten  States  show  a 
percentage  of  95  or  more  in  checks,  and  28  States  show 
a  percentage  of  90  or  more. 

The  all  other  deposits  of  state  banks. — The  aggregate  de- 
posits of  this  class  in  the  returns  of  the  state  banks  was 
$62,172,815,  or  less  than  one-sixth  of  the  figures  given  by 
the  national  banks.  Of  this  amount,  94.1  per  cent,  or 
$58,512,025,  were  in  checks.  The  largest  deposits  of  this 
class  in  the  state  banks  of  any  State  were  those  of  New 
York,  aggregating  a  httle  over  $34,600,000,  with  a  per- 
centage of  98  in  checks.  Illinois  shows  nearly  $7,000,000 
of  deposits  of  this  class  in  the  state  banks,  with  89.9  per 
cent  as  the  proportion  of  checks.  The  lowest  percentage 
retiumed  was  47.8  for  the  District  of  Columbia,  with  total 
deposits  of  $28,994.  The  returns  of  three  States  show  a 
percentage  of  checks  of  95  or  more;  17  States  show  90  or 
more.  The  averages  as  a  rule  run  a  trifle  lower  than  those 
of  the  national  banks,  but  the  difference  is  not  great  and 
the  amounts  involved  are  considerably  smaller. 

All  other  deposits  of  the  private  hanks. — The  aggregate 
of  these  was  $2,198,677,  and  of  this  amount  $1,878,319, 
or  85.4  per  cent,  was  in  checks.  Omitting  the  returns 
of  the  two  States  of  Idaho  and  Wisconsin,  in  which 
the  total  deposits  were  in  checks,  but  insignificant  in 
amount,  we  find  that  the  highest  percentage  of  checks  was 
in  Massachusetts.  This  was  caused  by  the  returns  of  a  firm 
of  peculiar  character,  rather  stock  jobbing  than  banking, 

7071 — 10 II  155 


National    Monetary     Commission 

and  the  deposits  were  the  money  of  customers  held  for 
investment.  It  is  therefore  not  a  fair  case.  Having 
regard  only  to  those  States  in  which  the  aggregate  de- 
posits of  this  class  exceeded  $50,000,  we  find  Illinois  in 
the  lead  with  deposits  of  over  $1,000,000,  with  90  per  cent 
in  checks.  The  next  largest  is  Indiana,  with  a  little  over 
$200,000  and  85  per  cent  in  checks.  Iowa  has  $250,000, 
with  94  per  cent  in  checks;  Ohio,  with  $186,000,  has  66 
per  cent  in  checks;  Pennsylvania,  with  $58,000,  has  50  per 
cent;  and  Texas,  with  $70,000,  has  83  per  cent.  The 
relatively  inferior  part  played  by  the  private  banks  in  the 
commercial  transactions  of  the  country  is  strikingly  em- 
phasized by  this  table. 

All  other  deposits  of  loan  and  trust  companies. — ^The 
sum  of  these  was  $27,650,000,  and  93.6  per  cent  of  this 
amount  was  deposited  in  the  form  of  checks.  Nearly 
half  of  the  total  amount  is  credited  to  New  York  State, 
the  amoimt  being  $12,576,000.  Massachusetts  has  a 
little  over  $5,000,000;  Pennsylvania  has  $2,871,000;  New 
Jersey,- $1,749,000;  Missouri,  $1,534,000.  Illinois  is  the 
only  other  State  whose  banks  of  this  kind  show  more 
than  $500,000  of  these  deposits.  Omitting  the  cases  in 
which  a  high  percentage  of  checks  was  derived  from  very 
small  returns,  we  find  that  New  York  leads  with  96.6 
per  cent  of  checks;  that  Maryland  is  second  with  95.8 
per  cent,  and  Massachusetts  third  with  95.5  per  cent 

All  other  deposits  of  the  savings  banks. — These 
amounted  to  $3,523,449,  of  which  $1,170,097,  or  33  per 
cent,  were  in  checks.  Of  the  whole  amount,  two  mil- 
lions are  to  be  credited  to  the  stock  savings  banks  and 


156 


The     Use    of    Credit    Instruments 

about  one  and  one-half  millions  to  the  mutual  savings 
banks.  The  stock  savings  banks  by  themselves  gave 
an  average  of  83.9  per  cent  in  checks.  Omitting  again 
two  unimportant  cases  in  which  the  percentage  of  checks 
deposited  was  100,  we  find  that  the  percentages  in  stock 
savings  banks  range  from  95.8  in  Pennsylvania,  with 
$367,000  of  deposits,  to  25.6  in  Alabama,  with  $481,000 
deposits.  Michigan  shows  76  per  cent,  with  $113,000 
deposits;  Illinois,  77.8,  with  $116,000;  CaUfomia,  76.3, 
with  $439,000.  Ohio,  with  $60,000  deposits  has  64  per 
cent  in  checks. 

In  the  case  of  the  mutual  savings  banks,  including  under 
this  name  all  savings  banks  of  a  cooperative  character, 
we  find  the  percentage  of  checks  in  "  all  others  "  deposits, 
which,  of  course,  are  the  general  deposits,  running  much 
lower  than  for  the  commercial  banks.  The  average  is 
31.8  per  cent  of  total  deposits  of  $1,509,818.  It  is  re- 
markable that  the  percentage  should  be  so  high  for  these 
banks,  which,  it  has  been  commonly  supposed,  are  the 
banks  of  the  laboring  classes.  Some  of  the  deposits 
may  have  been  made  by  out-of-town  customers  with 
money  orders  or  drafts,  but  it  is  doubtful  whether  this 
amount  could  be  very  much  on  the  day  in  question. 
Massachusetts,  which  is  par  excellence  the  mutual  savings 
bank  State,  received  on  March  16,  in  the  banks  which 
reported,  $235,661,  of  which  38  per  cent  was  deposited 
in  the  form  of  checks.  New  York  State,  on  the  other 
hand,  with  its  trustee  savings  banks,  which  are  essentially 
of  the  same  class,  received  $776,561,  of  which  one-fourth, 
or  25  per  cent,  was  in  checks.     The  comparison  strength- 
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ens  the  suspicion  which  some  students  of  the  subject 
have  had  for  some  time — that  the  savings  banks  of  Massa- 
chusetts are  used  pretty  largely  by  people  not  of  the 
laboring  class.  A  similar  inference  may  apparently  be 
drawn  from  Connecticut's  figures  of  $84,420  of  deposits 
with  35  per  cent  of  checks.  The  aggregate  returns  of 
all  classes  in  these  banks  is  $1,509,818,  of  which  $480,640, 
or  31.8  per  cent,  are  in  checks.  Such  a  showing  as  this 
does  not  strengthen  the  argmnent  against  postal  savings 
banks. 

The  percentage  of  the  figures  of  the  stock  savings 
banks  shows  pretty  clearly  that  they,  at  any  rate,  are  not 
the  banks  of  the  wage-earners. 

Conclusions  as  to  the  percentage  of  checks  in  all  others 
deposits. — ^The  total  deposits  of  this  class  are  $502,817,194, 
of  which  95.9  per  cent  were  in  checks.  Of  this  whole 
amount  $499,000,000  were  held  by  the  national  and 
state  banks  and  loan  and  trust  companies,  and  $481,- 
500,000  of  their  holdings  were  deposited  in  the  form  of 
checks  and  other  credit  instruments.  This  is  96.5  per 
cent.  The  deposits  of  these  institutions,"  therefore, 
dominate  the  percentage  by  their  proportion  of  checks, 
which  is  only  six-tenths  of  i  per  cent  above  the  average. 
We  have  seen  that  to  this  class  of  deposits,  if  anywhere  in 
our  returns,  we  must  look  for  duplications  and  for  all  so- 
called  speculative  and  gambling  transactions  which  some 
people  would  throw  out.  We  have  seen  further,  however, 
that  most  of  the  banks  which  replied  to  the  circular  were 
careful  to  omit  from  this  class  their  deposits  of  banks  and 
bankers.     Some  such  deposits  were  undoubtedly  included. 
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The  duplication  of  checks,  however,  is  not  as  great  as 
would  have  been  the  case  if  all  the  banks  had  included 
these.  No  reason  appears  for  thinking  that  the  percent- 
age of  checks  in  the  deposits  of  this  class  does  not  fairly 
represent  the  methods  of  payment  ordinarily  followed  by 
those  whose  accounts  made  up  these  deposits,  and  we 
may  fairly  take  the  average  of  95  as  representing  this 
class.  The  tables  follow,  arranged  as  for  the  other 
classes  of  deposits : 
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STUDY   OP  THE  AGGREGATE   FIGURES. 

If  we  add  the  various  kinds  of  receipts  of  all  classes 
of  dealers  in  all  kinds  of  banks  which  reported,  we 
get  a  grand  total  of  $688,087,678.  Of  this  vast  sum 
$647,239,813  were  deposited  in  the  form  of  checks  and 
other  credit  documents;  this  is  94  per  cent.  The  corre- 
sponding percentages  shown  by  the  returns  of  the  in- 
quiry of  1896  was  92.5.  Of  the  whole  amotmt  of  our 
present  total  $33,984,822  was  in  currency  and  $6,863,043 
in  specie,  pretty  evenly  divided  between  gold  and  silver. 
Of  the  total  deposits  nearly  half,  or  $330,907,747,  are 
credited  to  New  York  State,  and  her  percentage  of  checks 
is  97.7.  If  we  omit  New  York  State  altogether,  in  order 
to  eliminate  with  absolute  certainty  the  vast  mass  of 
speculative  transactions  occurring  on  the  New  York  City 
Stock  Exchange  which  lead  some  students  of  this  ques- 
tion to  doubt  whether  the  figures  represent  the  method 
of  pajnnent  in  legitimate  trade,  we  have  a  grand  total  for 
the  rest  of  the  country  of  $357,179,935,  of  which  $323,- 
924,144  were  in  checks.  This  is  approximately  91  per 
cent. 

The  highest  percentage  shown  by  any  State  is  97.7,  for 
New  York.  The  lowest  is  that  of  the  District  of  Colum- 
bia, 76.  Massachusetts  comes  next  to  New  York  with 
95.6.  These  are  the  only  two  States  whose  percentages 
are  above  95.  California,  Illinois,  Iowa,  Kansas,  Louisi- 
ana, Minnesota,  Missouri,  Montana,  Nebraska,  Oregon) 
and  Wisconsin  are  all  90  or  more. 

Following  is  the  table  of  retiu-ns  by  States: 
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Distribution  of  aggregate  deposits  by  banks. — Of  the  whole 
amount  of  over  $688,000,000  shown  in  our  tables,  the  na- 
tional banks  reported  more  than  $548,000,000.  The  state 
banks  returned  about  $90,000,000  and  the  loan  and  trust 
companies  about  $40,000,000.  The  percentages  run  from 
31.8  in  the  mutual  savings  banks  to  95.3  in  the  national 
banks.  The  returns,  put  in  this  form,  bring  out  strikingly 
again  the  overwhelming  importance  of  the  national  banks 
in  our  commercial  activity,  although  their  number  is  so 
much  smaller  than  that  of  the  others.  They  bring  out, 
too,  the  fact  already  commented  on,  that  even  the  mutual 
savings  banks  receive  part  of  their  deposits  in  the  form 
of  checks.     The  table  follows: 
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The  aggregate  deposits  of  all  classes  in  reserve  cities. — If 
we  look  at  the  returns  from  the  selected  reserve  cities  only, 
New  York  leads  again  with  98.5,  Boston  is  second  with 
97.5,  St.  Louis  is  third  with  95,  Chicago  is  fourth  with 
94.9,  Philadelphia  is  fifth  with  93.2.  The  other  reserve 
cities  have  a  percentage  of  checks  in  total  deposits  amount- 
ing to  88.9,  and  the  average  for  the  country  is  96.4.  Of 
the  whole  amount  of  deposits  in  reserve  cities,  New  York 
City  alone  has  more  than  half,  while  the  five  leading  cities 
have  all  but  $45,000,000.  The  following  table  gives  the 
details : 
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The    Use    of   Credit    Instruments 

The  aggregate  percentage  shown  in  country  deposits. — For 
purposes  of  comparison  the  following  table  has  been  pre- 
pared to  show  the  aggregate  deposits  and  the  percentage 
of  checks  in  the  returns  from  the  banks  of  certain  States, 
omitting  the  returns  from  banks  in  cities  of  25,000  or 
more.  The  table  shows  that  in  Iowa  90  per  cent  of  the 
returns  of  the  deposits  were  in  credit  documents ;  in  Kan- 
sas, 89.7;  Nebraska,  86.9.  The  tables  which  have  already- 
been  given  showing  the  aggregate  returns  by  States  will 
show  that  other  agricultural  States  range  within  about 
the  same  limits. 
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The     Use    of    Credit    Instruments 

COLLATERAL  EVIDENCE  AS  TO  THE  USE  OF  CHECKS. 

Change  in  small  bills. — If  that  part  of  the  population 
of  the  country  which  makes  payments  wholly  or  partly 
with  cash  is  increasing  more  rapidly  than  the  rest  of  the 
country,  the  kind  of  currency  which  this  part  of  the 
population  uses  might  be  expected  to  increase  more 
rapidly  than  the  total  volume  of  currency.  Table  XXVI 
shows  the  total  volume  of  currency  outstanding,  by  five- 
year  periods,  by  denominations,  calculated  from  figures 
given  in  the  reports  of  the  Treasurer  of  the  United  States. 
Of  coturse  the  amoimt  outstanding  is  not  the  amount  in 
circulation,  yet  the  errors  probably  average  up  about  the 
same  from  year  to  year,  so  that  changes  in  the  amoimt 
outstandiug  may  be  taken  as  a  fair  illustration  of  changes 
in  the  amount  in  active  use. 

We  give,  first,  the  sum  of  the  amounts  of  currency  of 
all  denominations  annually  outstanding,  for  five-year 
periods.  The  second  column  gives  corresponding  data 
for  currency  of  denominations  up  to  and  including  $20. 
The  next  column  gives  the  ratio  of  these  small  denomina- 
tions to  the  total  per  million.  The  other  columns  give 
similar  data  for  other  denominations.  There  is  no  marked 
increase  corresponding  to  the  increase  of  the  population, 
but  it  is  with  the  increase  of  the  population  rather  than 
the  volume  of  business  to  which  this  part  of  our  currency 
should  show  a  particular  sensitiveness.  The  ratios  for 
the  five-year  periods  show  a  periodicity,  with,  on  the 
whole,  an  upward  tendency,  but  the  increase  is  by  no 
means  great  enough  to  take  care  of  the  increased  volume 
of  business  in  the  period  in  question. 
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If  now  the  total  volume  of  business  has  been  expand- 
ing, as  we  know  it  has,  and  that  part  of  the  currency 
which  is  used  by  the  wage-earners  has  not  been  expand- 
ing regularly,  it  must  be  that  the  increased  volume  of 
payments  have  been  made  either  with  bills  of  large 
denominations  or  settled  by  means  of  credit.  If  we 
study  the  increase  in  the  volume  of  bills  of  large  denom- 
inations we  find  that  they  have  been  increasing  irregu- 
larly in  about  the  same  way  that  the  denominations  of 
$20  and  less  have  been  doing. 

These  remarks  apply  to  our  paper  money  only.  No 
account  has  been  taken  of  the  outstanding  volume  of 
silver  dollars  because  that  has  been  approximately  con- 
stant for  the  period  under  discussion,  nor  has  the  gold 
been  taken  into  account  because  very  likely  it  is  mostly 
in  the  banks. 

Evidence  from  the  number  of  bank  accounts. — The  banks 
were  asked  to  classify  their  accounts  according  to  the 
balances  on  hand  on  the  day  of  the  report.  They  returned 
the  number  of  accounts  whose  balance  was  under  $500, 
the  number  whose  balance  was  between  $500  and  $2,500, 
and  the  number  with  a  balance  over  $2,500.  The  aggre- 
gate of  the  first  class  is  11,975,000,  that  of  the  second 
class  is  2,548,995,  and  that  of  the  third  class  is  567,104. 
Undoubtedly  a  good  many  savings  accounts  are  included 
by  other  than  the  savings  banks.  It  would  have  been 
possible  to  .determine  the  number  of  savings  accounts 
returned  by  the  stock  savings  banks  and  the  mutual 
savings  banks,  and  this  would  have  been  done  if  there 
had  been  less  imcertainty  as  to  the  number  of  savings 
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accounts  returned  by  the  other  classes  of  banks.  How- 
ever, 590  savings  banks  in  CaUfornia,  Connecticut,  Iowa, 
Maine,  Massachusetts,  Michigan,  New  Hampshire,  New 
Jersey,  New  York,  Ohio,  Philadelphia,  and  Rhode  Island 
had  2,699,620  accounts,  each  under  $500.  This  would 
give  us,  as  a  rough  estimate,  3,700,000  accounts  of  less 
than  $500  in  the  stock  and  mutual  savings  banks,  leaving 
8,200,000  such  accounts  in  the  other  classes  of  banks. 
Allowing  a  due  proportion  of  these  as. savings  accoxmts,  we 
have  probably  8,000,000  of  accounts  under  $500  in  the 
commercial  banks  which  reported.  Of  course  these  are 
by  no  means  all  individual  accounts  nor  can  the  small- 
ness  of  the  balance  be  taken  as  a  sure  index  of  the  amount 
of  business  done  by  the  owner  of  the  account  nor  his 
economic  status  in  the  community.  Nevertheless,  on  the 
whole,  we  may  conclude  that  so  large  a  number  of  accounts 
with  this  small  balance  is  another  indication  of  the  wide- 
spread use  of  the  banking  facilities  accessible  throughout 
our  cotmtry. 
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FINAlv  CONCIvUSIONS  AS  TO  THE  AVERAGE  PROPORTION  OF 
PAYMENTS  MADE  WITH  CHECKS  AND  OTHER  CREDIT 
INSTRUMENTS. 

The  conclusion  reached  in  the  inquiry  of  1896  was 
that  at  least  80  per  cent  of  the  total  business  of  the  coun- 
try at  that  time  was  settled  by  means  of  credit  paper. 
The  average  per  cent  of  the  retail  deposits  made  in  the 
form  of  credit  instruments,  on  the  basis  of  the  returns 
of  that  year,  was  67.  In  the  present  returns  it  is  73 
per  cent.  The  discussion  in  the  report  of  1896,  which 
has  been  repeated  in  part  in  the  present  discussion,  with 
some  additional  points,  led  to  the  conclusion  that  "40 
per  cent  is  as  low  as  could  in  reason  be  claimed  to  be 
correct  and  that  55  per  cent  is,  all  things  considered, 
probably  about  correct."    This  is  for  retail  trade. 

From  the  present  discussion,  the  writer  is  of  the  opinion 
that  this  is  probably  too  low.  Undoubtedly  the  use  of 
checks  has  grown  considerably  in  the  past  fifteen  years. 
The  number  of  national  banks  increased  from  3,689  in 
July,  1896,  to  6,893  l^st  April,  while  the  number  of  state 
and  private  banks  and  loan  and  trust  companies  is  now 
about  14,550  as  against  about  5,700  thirteen  years  ago. 
The  percentage  of  increase  in  the  number  of  banks  in 
the  past  thirteen  years  is  about  128.  The  "banking 
power"  of  the  United  States  as  measured  by  the  Comp- 
troller of  the  Currency"  has  increased  242  per  cent  since 
1890.  In  the  meantime  the  population  of  the  country 
is  estimated  to  have  increased  from  about  70,000,000  in 

oReports  of  Comptroller,  1896,  p.  691,  and  1908,  p,  458. 
196 


The     Use    of    Credit    Instruments 

1896  to  about  90,000,000  now.  In  other  words,  the 
banking  power  of  the  country  has  been  increasing  more 
rapidly  than  the  population.  Meantime  the  business 
of  the  country,  as  measured  by  the  total  bank  clearings 
in  1896  and  1908  has  increased  from  $51,977,799,114  to 
$126,238,694,398. 

The  total  estimated  circulating  medium  of  the  country 
has  increased  from  $1,506,434,966  to  $3,038,000,000, 
As  the  population  of  the  country  increases,  very  likely 
an  increasing  proportion  of  the  people  belong  to  the  wage- 
earning  class,  or  to  the  class  just  above,  with  relatively 
small  incomes.  If  so,  the  smaller  number  of  the  popu- 
lation with  the  larger  incoAe  would  do  a  larger  propor- 
tion of  the  business,  and  it  is  this  class  who  most  com- 
monly make  their  payments  with  checks.  These  reflec- 
tions are  especially  ■  applicable  in  a  period  of  prosperity 
such  as  this  country  has  on  the  whole  experienced  in  the 
past  fifteen  years.  Consequently,  it  is  altogether  likely 
that  the  percentage  of  the  volume  of  ordinary  payments 
made  by  check  has  been  increasing  somewhat,  as  the 
figures  of  the  bank  returns  would  seem  to  show.  In  the 
opinion  of  the  writer  it  would  not  be  far  out  of  the  way 
to  assume  that  60  per  cent  of  the  retail  trade  of  the  coun- 
try, under  existing  conditions,  is  paid  for  with  checks. 

We  have  found  no  reason  to  think  that  the  figures 
obtained  for  the  wholesale  trade  are  not  representative. 
So  far  as  the  writer  is  aware,  no  one  has  ever  produced 
any  evidence  that  invalidates  the  truth  of  the  common 
belief  that  90  per  cent  or  more  of  the  wholesale  business 
of  the  country  is  done  by  means  of  credit  paper.     In 


197 


National    Monetary     Commission 

getting  at  our  final  average  we  may  therefore  take  the 
figures  on  the  face  of  our  returns  as  substantially  correct. 
If  now  we  take  the  percentage  of  checks  in  the  retail 
payments  at  60  and  the  percentage  in  the  wholesale 
payments  at  95  and  weight  these  in  the  proportion  of  the 
deposits  returned  for  the  two  classes  of  dealers,  we  get 
86  as  the  average  percentage  of  retail  and  wholesale 
business  done  with  checks  and  other  credit  paper. 

It  is  not  a  matter  of  great  importance  whether  we  take 
the  figures  of  "all  others"  at  their  face  value  or  lessen 
them  by  a  considerable  amount  to  meet  the  objections 
that  have  been  discussed  as  to  the  duplication  of  checks, 
the  deposits  by  speculators,'  etc.  The  writer  is  of  the 
opinion  that  this  form  of  demand  for  payment  should  not 
be  omitted.  If,  nevertheless,  we  omit  from  the  third  class 
of  deposits  those  of  the  New  York  City  banks,  where  the 
greatest  speculative  transactions  take  place,  allow 
$6,000,000  for  retail  business  not  "banked,"  and  then 
weight  the  percentages  of  the  respective  classes  according 
to  the  volumes  of  deposits  with  the  $6,000,000  added  to 
the  retail  total  and  retail  cash,  and  New  York  City  out  of 
the  "  all  others  "  total,  we  reach  a  final  average  percentage 
of  88  as  that  which  represents  that  part  of  the  trade  of  the 
country  which  from  day  to  day  is  settled  by  means  of 
checks  and  other  credit  paper. 

The  conclusion  reached  in  1896  was  that  80  per  cent 
was  a  fair  probable  average.  Considering  the  facts  that 
the  volume  of  business  has  increased  more  rapidly  than 
population,  that  we  have  probably  one  bank  to  every 
4,000  people,  that  the  cotmtry  has  seen  a  long  period  of 
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prosperity,  there  doubtless  has  been  some  increase  in  the 
use  of  checks.  Surely  we  may  conclude  that  the  1896 
percentage  was  not  too  high.  Very  likely  a  figure  between 
80  and  88  would  be  about  right. 

Is  the  use  of  checks  and  credit  instruments  increasing? 
It  has  been  said  that  the  use  of  checks  is  not  increasing, 
because  the  percentage  shown  in  the  bank  inquiries  of 
various  dates,  as  described  in  this  paper,  has  not  shown 
a  steady  increase.  On  June  30,  1881,  the  percentage  was 
given  as  95.1;  on  September  17,  1881,  it  was  94.1;  on 
July  I,  1890,  it  was  92.5;  on  September  17,  1890,  it  was 
91;  on  September  15,  1892,  it  was  90.6;  on  July  i,  1896, 
it  was  given  as  92.5;  and  on  March  16,  1909,  it  is  94. 
These  figures  can  not  be  used  as  the  basis  of  an  argument 
that  the  proportion  of  checks  used  in  payment  has 
increased.  That  the  absolute  volume  of  business  settled 
in  this  way  is  increasing,  no  one  denies.  The  variation 
in  these  percentages  seems  to  indicate  a  larger  propor- 
tion of  this  kind  of  settlement  in  June  and  July  than 
in  the  fall.  Still  it  would  not  be  safe  to  accept  this  infer- 
ence as  true  without  further  evidence.  The  opposite, 
however,  certainly  is  not  true.  The  movement  is  prob- 
ably periodic. 

SUMMARY. 

We  may  summarize  the  results  of  our  inquiry  and 
inferences  therefrom  briefly  as  follows : 

I.  In  the  first  place,  it  is  very  clear  that  a  large  pro- 
portion of  the  business  of  the  country,  even  the  retail 
trade,  is  done  by  means  of  credit  instruments.  While 
it  is  probably  true  that  wage-earners,  as  a  class,  do  not 
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commonly  use  checks,  it  is  also  true  that  a  great  many  of 
them  do.  Moreover,  the  use  of  checks  is  common  among 
people  who  derive  their  income  from  other  sources,  even 
though  it  be  not  larger  than  the  well-paid  day  laborer. 
We  are  justified,  therefore,  in  concluding  that  50  or  60 
per  cent  of  the  retail  trade  of  the  cotmtry  is  settled  in  this 
way. 

2.  There  is  no  reason  to  modify  the  percentage  of  checks 
in  the  wholesale  business  of  the  country.  The  figures 
of  the  table  are  probably  as  nearly  correct  as  any  that 
could  be  gotten.  Over  90  per  cent  of  the  wholesale  trade 
of  the  coimtry  is  done  with  checks  and  other  credit  docu- 
ments. 

3.  The  very  general  use  of  checks  is  shown  in  the  depos- 
its of  "  all  other"  depositors.  The  average  is  close  up  to 
that  of  the  wholesale  trade,  and  while  many  corporations, 
public  and  private,  are  doubtless  represented  here,  and 
many  speculative  transactions  are  included,  there  is  no 
reason  for  excluding  any  one  of  those  in  determining  the 
proportion  of  business  done,  whatever  we  may  think  of 
its  legitimacy  from  the  point  of  view  of  public  morals 
or  public  utility. 

4.  The  use  of  checks  is  promoted  in  a  measure  by  the 
payment  of  wages  by  check.  It  appears  from  our  inves- 
tigation that  of  weekly  pay  rolls  reported  by  the  banks, 
aggregating  $134,800,000  for  the  week  ending  March  13 
last,  70  per  cent  was  in  checks.  These  pay  checks  are 
probably  cashed  largely  by  the  merchants  and  would 
appear  in  their  accoimts  mainly  on  the  following  Satur- 
day or  Monday.     Some  doubtless  got  into  our  deposits 
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on  the  Tuesday  for  which  we  have  returns.  However, 
they  may  be  cotuited,  in  part  at  least,  as  checks  used  in 
the  settlement  of  transactions,  because  in  most  cases 
they  would  be  given  in  settlement  of  an  account,  the 
owner  getting  back  the  difference  between  his  accotmt 
and  the  check. 

5.  The  great  use  of  checks  is  shown  also  by  the  large 
number  of  accovints  tmder  $500.  This  evidence  is  not 
conclusive,  but  shows  a  tendency.  Of  course,  the  ac- 
counts include  not  only  those  of  individuals,  but  of  firms, 
corporations,  and   others. 

6.  We  may  therefore  safely  accept  an  average  of  80  to 
85  per  cent  as  the  probable  percentage  of  business  of  this 
country  done  by  check. 

7.  The  fact  that  so  large  a  proportion  of  business  is  done 
with  credit  paper  may  or  may  not  be  a  good  thing. 
Whether  it  is  or  not  depends  on  circumstances.  If  any 
part  of  the  country  is  compelled  to  use  checks  because 
of  the  lack  of  currency,  when  it  would  prefer  the  latter, 
the  situation  is  an  evil. 

8.  The  transaction  of  so  large  a  volume  of  our  business 
by  checks  is  an  element  of  danger  in  times  of  stringency 
and  crisis.  In  such  times  the  uncanceled  balance  of  credit 
transactions  creates  a  larger  demand  for  money,  but  the 
habit  of  settling  by  check  has  meantime  kept  the  available 
amount  of  money  at  a  minimum. 

9.  Consequently  there  ought  to  be  some  means  of  sup- 
plying additional  currency  when  credit  as  a  means  of 
payment  diminishes.  This  currency  ought  to  be  as  safe 
and  as  tmiform  as  the  ordinary  currency,  and  it  should 
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be  capable  of  being  quickly  emitted  and  recalled.     That 
is,  it  should  possess  elasticity. 

10.  The  large  money  circulation  of  the  country  is  ex- 
plained by  the  facts  that  our  prices  and  wages  range 
high,  that  our  people  probably  carry  a  larger  average 
amount  of  money  on  their  persons  than  do  foreigners,  that 
some  portion  of  our  currency  has  been  destroyed  or  lost 
or  hoarded,  and  that  some  of  our  money  is  abroad  in  the 
hands  of  money  brokers  and  others.  Finally,  as  our  busi- 
ness grows,  the  amount  of  money  needed  as  reserve  to 
perform  this  vast  volume  of  business  transactions  increases, 
too. 

1 1 .  The  amount  of  money  released  by  our  credit  trans- 
actions is  not  equal  in  amoimt  to  the  volume  of  credit 
instruments,  for  there  must  always  be  enough  to  settle  the 
uncanceled  balances  called  for  in  money  from  day  to  day. 

12.  This  demand  for  reserve  has  an  influence  in  deter- 
mining the  value  of  money  on  general  prices  just  as  has 
the  demand  for  money  for  direct  payment. 

13.  The  volume  of  credit  transactions  very  likely  tends 
to  increase  as  population  and  business  grow.  It  does  not 
increase  tmiformly,  however,  but  by  periodic  movements. 
That  is  to  say,  the  rate  of  increase  of  credit  transactions, 
as  compared  with  the  whole  volume  of  business,  grows,  as 
it  were,  by  jerks  and  at  a  decreasing  rate. 

THE    BEARING    OP   THESE   INVESTIGATIONS    ON   THE   MONE- 
TARY  SITUATION. 

Several  important  questions  are  closely  related  to  the 
inquiry  which  has  been  reported  and  discussed.  Among 
them  are  these: 
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1.  What  is  the  amount  of  money  rendered  unnecessary 
by  the  use  of  credit  paper? 

2.  What  is  the  influence  of  the  vast  volume  of  credit 
transactions  on  the  value  of  money  or  the  level  of  prices? 

3.  Why  is  it  that  our  per  capita  circulation  is  so  large 
and  where  is  the  money  in  active  circulation? 

4.  Does  this  disctission  show  the  need  of  more  money 
for  circulation,  or  may  we  safely  rely  upon  oiu:  method  of 
credit  payments  to  meet  the  business  needs  of  the  country? 

5.  If  more  money  is  needed,  under  what  conditions  can 
it  be  best  supplied? 

I.  We  will  take  these  questions  up  in  order.  It  is  not 
a  correct  view  of  the  case  to  suppose  that  the  credit  paper 
used  in  settling  debts  displaces  a  volume  of  money  equal 
to  itself.  The  amount  of  money  displaced  is  the  differ- 
ence between  the  amount  that  would  be  needed  in  a  purely 
money  regime  and  the  amoimt  needed  to  pay  the  imcan- 
celed  balances  of  the  credit  transactions.  Now,  the  same 
unsettled  balance  may  result  from  very  different  volumes 
of  business.  This  is  not  the  place  to  discuss  what  factors 
make  the  uncanceled  balance  large  or  small,  nor  do  we 
know  any  way  of  telHng  beforehand  tphat  volume  of  busi- 
ness may  be  settled  by  credit  cancellation  in  a  commtmity 
with  a  given  money  circulation.  In  a  city  where  there 
is  no  clearing  house  and  the  banks  exchange  checks  from 
day  to  day  the  volume  of  business  settled  by  cancellation 
of  checks,  on  the  basis  of  a  given  amount  of  money  as  a 
reserve,  will  be  smaller  than  can  be  so  handled  when  the 
credit  machinery  is  made  more  perfect  by  the  establish- 
ment of  a  clearing  house.     The  process  is  well  illustrated 
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in  times  of  stringency  when  the  clearing-house  banks  pool 
their  reserves.  This  is  only  another  way  of  saying  that  a 
larger  volume  of  transactions  is  canceled  and  a  smaller 
balance  left  to  drain  the  reserve.  Therefore,  the  amount 
of  money  displaced  by  the  use  of  credit  paper  in  a  com- 
munity with  the  simplest  form  of  credit  machinery  would 
be  the  whole  volume  of  the  transactions,  minus  the  reserve 
necessary  to  settle  balances.  If  we  could  separate  all  the 
transactions  of  the  day  or  week  into  aggregate  credits  and 
debits  to  be  settled  at  the  same  moment,  the  amoxmt  of 
money  necessary  to  settle  them  would  be  the  part  of  the 
balance  settled  immediately  with  cash,  plus  the  amount 
necessary  as  a  reserve  for  the  part  carried  over  on  the 
books  of  the  banks.  Obviously,  now,  the  amount  neces- 
sary for  reserves  is  a  very  variable  one,  depending  not  only 
on  the  total  amount  of  business,  but  also  upon  that  part 
of  the  unsettled  balances  which  is  called  for  in  money 
form  immediately.  It  is  for  this  reason  that  the  volume 
of  credit  business  that  can  be  done  on  a  particular  reserve 
is  a  very  variable  one.  It  is  also  very  unstable.  Credit 
built  upon  credit,  as  so  many  of  our  transactions  are, 
trembles  and  falls  at  very  slight  shakings  of  confidence 
in  the  future.  A  comparatively  slight  depression  of  the 
market,  a  comparatively  small  change  in  the  amoimt  of 
credit  transactions,  may  produce  a  large  uncanceled  bal- 
ance and  make  necessary  a  much  greater  amount  of  money. 
The  more  our  credit  machinery  expands  the  more  delicate 
it  becomes. 

No  one  can  say,  therefore,  with  definiteness  what  is 
the  amotmt  of  money  released  if  75  or  80  per  cent  of 
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our  business  transactions  are  settled  by  means  of  credit 
paper.  This  is  a  matter  in  which  the  long  experience  of 
practical  bankers  is  the  only  safe  guide,  because  the 
amount  in  question  is  changing  from  day  to  day  as  the 
conditions  change.  No  simple  rule  about  it  can  be  laid 
down.  Certainly,  however,  it  is  not  75  per  cent  of  the 
money  which  would  be  necessary  if  all  transactions  were 
settled  with  money.  It  is  an  amount  varying  from  one- 
third  to  one-fifth  of  uncanceled  credit  balances,  according 
to  the  perfection  of  the  banking  machinery,  the  state  of 
credit,  prosperity,  and  public  confidence. 

One  point  needs  to  be  carefully  borne  in  mind.  How- 
ever great  the  volume  of  credit  exchanges,  however  ex- 
tensive the  use  of  credit  may  become  in  a  community, 
they  can  never  fully  displace  sales  for  direct  money  pay- 
ment. The  extensive  use  of  credit  is  not  of  itself  a  sign 
that  a  community  is  well  off.  Credit  is  used  in  poor  as 
well  as  in  rich  communities.  Its  extensive  use  in  a  poor 
and  undeveloped  country  is  likely  to  indicate  a  lack  of 
capital  rather  than  an  abundance  of  wealth.  Every 
community  tends  to  use  the  cheapest  medium  of  ex- 
change accessible  to  it.  If  its  capital  is  of  very  high 
value  for  producing  goods  for  direct  consumption,  a  com- 
munity will  be  averse  to  investing  much  of  it  in  a  medium 
of  exchange. 

This  is  the  reason  why  undeveloped  countries,  as  our 
own  was  a  century  ago,  try  to  effect  their  exchanges  by 
means  of  credit  paper  to  a  larger  extent  than  wealthier 
communities.  Under  such  conditions  paper  money  is 
commonly    thought    to    be    the    cheapest    medium    of 
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exchange.  If,  now,  part  of  the  money  exchanges  are 
replaced  with  credit  exchanges,  the  amount  of  money- 
released,  or  the  amount  without  which  the  community 
could  now  get  on,  would  be  the  whole  amount  formerly 
used  in  money  payments,  provided  these  payments  now 
done  on  credit  exactly  canceled  one  another,  and  we 
could  be  sure  that  they  would  continue  to  balance  one 
another  forever.  We  know,  however,  that  we  can  not 
be  sure  of  that;  we  know  that  transactions  are  not  likely 
to  cancel  one  another  completely  from  time  to  time; 
hence  the  amount  of  money  released  by  the  substitution 
of  credit  payments  for  direct  money  payments  is  the 
amount  formerly  used  minus  the  reserve  necessary  to 
do  this  credit  business.  The  important  point,  however, 
is  that  less  money  is  necessary.  How  much  less  we 
can  not  be  sure.  We  can  get  some  hght  on  the  subject, 
however,  by  noting  the  volume  of  business  done  by  credit 
paper  and  the  balances  which  from  time  to  time  are 
carried  as  a  basis  of  settlement. 

It  is  important  to  note  also  that  an  increase  in  the 
volume  of  credit  transactions  does  not  necessarily  mean 
that  we  must  get  a  proportionate  increase  in  our  reserve 
of  money.  Every  refinement  of  the  credit  mechanism 
makes  it  possible  to  do  a  larger  volume  of  business  on 
the  same  reserve. 

Of  course,  it  will  not  do  to  over-emphasize  the  impor- 
tance of  credit  exchanges,  vast  as  they  are.  Credit  and 
credit  docimients  can  not  replace  money  altogether. 
They  reduce  the  amount  necessary,  but  against  them 
some  reserve  must  always  be  kept,  accessible  for  emer- 
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gencies  in  the  settlement  of  balances.  The  volume  of 
business  that  can  be  done  by  credit  paper  depends  on 
several  circumstances.  Obviously,  in  the  first  place, 
it  depends  upon  the  banking  facilities  of  the  country. 
If  the  banks  are  widely  distributed,  if  they  are  willing  to 
deal  in  transactions  small  enough  to  be  within  the  reach 
of  large  numbers  of  people,  many  more  transactions  will 
be  settled  through  them  than  would  otherwise  be  the 
case.  This  fact  undoubtedly  explains  in  large  measure 
the  development  of  what  may  be  called  the  "banking 
habit"  among  the  people  of  the  United  States.  Un- 
doubtedly our  people  pay  by  check  much  more  commonly 
and  much  more  largely  than  people  of  any  other  country. 
We  settle  smaller  transactions  by  check;  our  banks  are 
wiUing  to  carry  smaller  accounts.  Indeed,  the  rapid 
industrial  development  of  our  country  is  probably  due 
in  no  small  degree  to  otu-  system  of  independent  banks 
and  the  facihty  with  which  we  have  permitted  banks  to 
be  established.  The  small  independent  bank  in  the 
coimtry  community  has  felt  that  its  interests  and  suc- 
cess were  bound  up  with  the  interests  and  success  of  the 
community,  and,  therefore,  has  undoubtedly  been  willing 
to  do  more  for  the  general  interests  than  a  branch  of  a 
large  bank  in  some  remote  commercial  center  would  have 
felt  like  doing,  even  if  it  had  been  justified  in  doing  so. 
The  small  capital  with  which  we  have  permitted  banks 
to  be  estabUshed  also  has  undoubtedly  been  a  con- 
tributing factor  to  our  rapid  economic  development,  as 
well  as  to  the  promotion  of  the  banking  habit  among 
our  people. 
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In  the  next  place,  the  density  of  population  is,  of  course, 
an  important  factor  for  the  growth  of  credit  exchanges. 
A  larger  volume  of  business  is  settled  by  bank  paper  in 
a  commercial  center  than  in  an  agricultural  commtmity, 
even  though  the  proportion  of  total  business  thus  settled 
may  not  be  larger.  However,  it  is  necessary  that  there 
should  be  a  certain  number  of  people  within  reach  of  a 
common  center  in  order  to  have  a  bank  established  there. 
Of  course  the  smaller  the  bank  the  fewer  the  people 
thus  required.  Thus  again  oiu  inclination  in,  the  past 
to  favor  the  establishment  of  the  small  independent 
banks  has  facihtated  the  spread  of  banking  and  promoted 
the  volvxme  of  business  settled  in  the  country  districts  by 
credit  payment  and  stimulated  the  banking  habit  among 
our  people. 

Finally,  the  general  education  and  intelUgence  of  the 
mass  of  the  people  is  an  important  factor.  Men  do  not 
use  banks  unless  they  have  confidence  in  them,  and  they 
have  come  to  be  regarded  as  a  settled  part  of  the  ordinary 
commercial  mechanism  of  the  community.  Our  people 
are  people  of  a  wide  general  education  and  high  order  of 
intelligence.  They  understand  the  place  and  work  of 
the  bank  in  a  commtmity  much  better  than  the  same 
number  of  people,  for  example,  in  a  European  country. 
This  fact  is  strikingly  brought  out  by  a  study  of  the  pro- 
portion of  retail  business  settled  by  means  of  checks  in 
what  are  called  the  "  foreign  "  districts  of  our  large  cities, 
on  the  one  hand,  and  in  an  agricultural  community  on 
the  other.  The  European  immigrant  is  not  a  man  who 
has  had  banking  connections  in  his  home  coimtry,  and 


208 


The     Use    of    Credit    Instruments 

he  does  not  use  them  here,  even  though  the  facilities  are 
more  numerous. 

Such  evidence  as  there  is  seems  to  indicate  that  pay- 
ment by  check  has  shown  an  increase  during  the  past 
few  years: 

(o)  In  the  first  place,  the  returns  of  our  reports  show 
a  larger  percentage  in  retail  trade.  This  evidence,  of 
course,  is  by  no  means  conclusive,  but  the  checks  could 
not  be  deposited  if  they  were  not  drawn ;  therefore,  whether 
they  are  largely  "cashed"  checks  or  checks  received  in 
payment  of  purchases,  the  fact  that  they  are  deposited 
in  a  larger  degree  indicates  a  wider  use. 

(&)  The  prosperity  of  the  farmers  in  the  Central  West 
has  enabled  many  to  have  bank  accounts  who  fifteen 
years  ago  could  not  carry  balances.  The  writer's  infor- 
mation from  central  Illinois  is  strongly  in  this  direction. 

(c)  The  third  evidence  is  found  in  the  growth  of  the 
nmnber  of  small  banks,  especially  in  the  country  districts. 
Since  national  banks  have  been  permitted  to  establish 
themselves  with  a  capital  of  $25,000  their  number  has 
increased  from  3,617  to  6,926. 

(d)  The  appearance  of  a  considerable  proportion  of 
checks  in  the  deposits  of  mutual  savings  banks  is  also, 
to  some  degree,  significant.  Of  course  the  credit  docu- 
ments received  in  the  deposits  of  these  banks  may  be  to 
a  considerable  extent  money  orders.  Nevertheless  their 
deposits  show  a  certain  use  of  credit  paper  by  the  patrons 
of  these  banks. 

On  the  other  hand,  the  increase  of  that  part  of  the  popu- 
lation which  consists  of  the  wage-earning  class,  by  whom 


209 


National    Monetary     Commission 

the  use  of  checks  is  small,  is  undoubtedly  greater  than 
that  of  our  other  classes  of  population.  However,  the 
wealthy  classes,  though  fewer  in  number,  have  more  to 
spend  and  their  use  of  checks  raises  the  proportion  of 
credit  paper  in  payments. 

We  can  not  expect  any  social  movement  to  continue 
steadily  in  one  direction  for  an  indefinite  time.  Such 
evidence  as  inquiries  of  this  character  furnish  seems  to 
show  that  there  is  a  certain  ebb  and  flow  in  the  proportion 
of  checks  used  in  business  payments.  With  a  given 
amount  of  money  a  certain  proportion  of  it  can  be  used 
for  bank  reserves  on  which  to  build  credit  transactions. 
For  a  time  the  volume  of  business  will  increase  more  rapidly 
than  the  money  supplies,  so  that  the  proportion  of  credit 
business  to  the  whole  will  increase,  the  improvement  of 
the  credit  machinery  in  the  meantime  facilitating  the 
movement.  But  the  perfection  of  the  facilities  for  utiUz- 
ing  to  the  utmost  a  given  reserve,  or  a  slowly  increasing 
one,  will  come  to  a  stop  after  a  time,  and  it  will  be  neces- 
sary to  increase  the  money  supply  for  any  further  ex- 
pansion of  credit.  In  the  language  of  business,  another 
unit  of  capital  must  be  added  to  plant.  The  unit  added 
to  the  social  capital  devoted  to  exchange — that  is,  the 
additional  amount  of  money — ^will  be  larger  than  is  neces- 
sary for  most  profitable  immediate  use,  consequently 
the  proportion  of  money  exchanges  will  for  a  time  show 
an  increase.  We  may  conclude,  therefore,  that  the  volume 
of  business  done  on  credit  gradually  increases  as  the 
population  and  total  amount  of  business  are  enlarged, 
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but  at  a  decreasing  rate  and  with  occasional  or  periodic 
retardations. 

2.  Relation  of  credit  exchanges  to  the  volume  of  money  and 
prices. — It  is  pertinent  to  inquire,  now,  what  effect,  if  any, 
this  great  settlement  of  indebtedness  by  means  of  credit 
paper  has  upon  the  value  of  money.  Evidently,  it  can 
influence  this  value,  or  the  general  price  level,  only  as  it 
changes  the  amount  of  demand  for  money.  We  have 
seen  reason,  now,  to  think  that  80  per  cent  of  otu:  business 
transactions  are  settled  by  means  of  credit  paper.  Credit 
paper  cancellation  enables  a  larger  amount  of  business  to 
be  done  with  the  same  amount  of  money  and  has  an 
effect  in  determining  the  value  of  money  by  increasing  the 
demand  for  reserves.  Francis  A.  Walker,  who  may  be 
taken  as  a  representative  of  the  extreme  opponents  of 
the  doctrine  that  the  extensive  use  of  credit  documents 
has  a  large  influence  on  prices,  insists  that  the  growth 
of  settlement  by  credit  paper  and  the  general  transfer  of 
credit  paper  by  indorsement,  the  extension  of  bank  de- 
posits and  the  cancellation  of  indebtedness  based  thereon, 
have  practically  no  effect  on  prices.  "These  transactions 
are,  so  far  as  concerns  the  use  and  by  consequence  the 
value  of  money,  the  same  essentially  as  if  they  had  been 
acts  of  barter.  Exchanges  in  this  category  do  not  involve 
the  employment  of  money,  and  they  are  therefore  to  be 
cotmted  out  when  we  are  considering  the  causes  and  con- 
ditions which  determine  the  value  of  money.  They  con- 
stitute no  part  of  the  demand  for  money."  » 

a  Francis  A.  Walker:  Discussions  in  Economics  and  Statistics,  I:  199. 
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Admitting  the  partial  truth  of  all  this,  it  still  holds  that 
the  use  of  credit  paper  in  effecting  credit  exchanges  makes 
possible  a  far  larger  volume  of  business  than  could  other- 
wise be  done,  and  that  this  increased  volume  of  business 
must  in  some  way  influence  prices  seem  undeniable. 
Mr.  Walker  and  those  who  agree  with  him  insist  that 
its  effect  is  nil.  He  urges  that  all  transactions  by  direct 
barter,  and  by  indirect  barter  or  credit,  are  made  upon 
the  basis  of  prices  determined  by  the  direct  money 
exchanges  and  that  they  thus  have  no  influence  whatever 
on  the  price  level.  "Were  barter  goods  to  be  multiplied 
fourfold  (but  not  at  the  expense  of  the  goods  exchanged 
for  money)  this  would  have  no  effect  upon  prices,  since 
it  would  alter  neither  the  demand  for  nor  the  supply  of 
money."" 

Again,  it  is  urged  that  the  volume  of  business  shown 
by  bank  deposits  or  credit  transactions  does  not  repre- 
sent truly  the  trade  of  the  cotmtry.  We  are  told  by 
many  that  there  is  a  vast  amount  of  credit  transactions 
embodied  in  banking  and  clearing-house  statistics  which 
may  be  termed  "fictitious."  That  is  to  say,  they  are 
not  a  part  of  the  necessary  work  of  exchange  in  a  com- 
mimity.  For  example,  the  cotton  and  wheat,  crops  are 
sold  several  times  over  on  the  exchanges  of  the  country, 
but  not  all  these  pturchases  and  sales  are  a  necessary  part 
of  the  process  of  getting  the  cotton  from  the  planter  to 
the  manufacturer.  These  sales,  we  are  told,  are  purely 
speculative  and  born  out  of  the  credit  organization, 
which,  it  is  urged,  merely  makes  the  transactions  pos- 

o  Francis  A.  Walker:  Ibid.,  198. 
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sible.  If  this  credit  organization  did  not  exist,  these 
multifarious  and  unnecessary  speculative  purchases  and 
sales  would  not  be  carried  on.  In  a  sense,  of  course,  this 
statement  is  true.  In  a  sense,  these  speculative  pur- 
chases and  sales  are  not  necessary  to  get  the  raw  material 
to  the  manufacturer.  In  a  sense,  also,  it  is  true  that 
the  jobbers,  commission  merchants,  and  other  middle- 
men are  not  "  necessary  "  to  get  the  goods  from  the  manu- 
facturer to  the  consumer.  All  the  existing  agencies  are 
necessary,  however,  to  get  the  cotton  or  the  wool  to  the 
manufacturer  and  the  goods  to  the  consumer  at  the  price 
at  which  they  buy  them,  under  the  existing  machinery  of 
transportation  and  exchange. 

These  exchanges  actually  exist.  All  the  purchases  in- 
volved constitute  a  part  of  the  demand  for  means  of  settle- 
ment. Therefore  they  are  to  be  regarded  as  a  proper  part 
of  the  exchange  business  of  the  country,  and  in  some 
degree  they  must  influence  the  need  for  money. 

The  influence  of  the  volume  of  business  settled  by 
means  of  credit  paper  on  the  value  of  money,  or  the  general 
level  of  prices,  is  far  greater  than  Mr.  Walker  admits. 
The  demand  for  money  to  effect  exchanges  includes,  first, 
demand  for  money  for  direct  exchanges;  second,  demand 
for  reserves  for  credit  exchanges.  Some  goods  exchange 
by  direct  barter  and  still  more  probably  by  indirect  barter. 
If  these  last  exchanges  just  canceled  one  another,  the 
credit  paper  that  grows  out  of  them  would  also  cancel, 
and  no  balances  would  remain  to  be  settled  with  money. 
Usually,  however,  they  do  not  cancel  and  the  balance  must 
be  settled  with  cash;  hence  a  reserve  is  necessary.     We 
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never  can  tell  whether  credit  exchanges  will  cancel;  ex- 
perience shows,  indeed,  that  they  never  do  cancel,  and  in 
the  absence  of  certainty  it  is  necessary  for  every  com- 
mtinity  through  its  banks  to  keep  a  reserve  of  money  for 
the  purpose  of  settlement.  Even  if  at  some  time  they  do 
cancel,  we  could  never  be  sure  that  the  next  day  or  the 
next  month  or  the  next  "  season  "  would  not  give  the  com- 
munity or  the  country  or  the  world  a  disproportionate 
production  of  some  goods  as  compared  with  others,  which 
would  impair  the  equality  of  cancellation  in  exchange  and 
create  a  new  balance  of  indebtedness,  for  the  settlement  of 
which  money  would  be  necessary.  Or  a  new  supply  of 
money  may  become  available  and  so  distvub  the  equahty 
of  cancellation,  create  a  new  level  of  prices,  and  therefore 
require  a  balance  for  settlement  in  the  shape  of  a  larger 
reserve.  This  demand  for  reserve  is  certainly  one  of  the 
influences  that  go  to  determine  the  value  of  money.  In 
short,  the  demand  for  money  includes  a  demand  for  direct 
payment  and  a  demand  for  reserve.  Disregarding  for  our 
present  purpose  all  other  factors,  the  value  of  money  or 
the  general  level  of  prices  will  settle  at  a  point  where  a  unit 
of  money  may  be  used  either  for  direct  payment  or  for 
reserves.  Thus  we  see  that  the  volume  of  credit  exchanges 
is  of  great  importance,  not  only  in  enabling  us  to  determine 
the  volume  of  business  done,  but  because  of  the  influence 
on  prices  when  acting  through  bank  reserves. 

3.  Onr  monetary  circulation. — Otu"  per  capita  circulation, 
as  estimated  by  the  Comptroller  of  the  Currency,  has  in- 
creased from  $21.10  in  1906  to  $34.72  in  1908.  This  is 
larger  than  the  per  capita   circulation  of   other  great 
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industrial  and  commercial  countries  with  the  exception 
of  France.  Why  is  it  necessary  and  where  is  it?  It  is 
necessary,  perhaps,  for  the  following  reasons: 

(o)  A  larger  amount  of  money  is  needed  in  this  country 
because,  in  the  first  place,  our  prices  range  higher.  If  the 
prices  of  articles  commonly  consumed  range  20  per  cent 
higher  than  they  do  abroad,  the  people  who  buy  them  and 
pay  for  them  with  money  need  a  larger  amount  to  make 
their  purchases.  The  same  cause  makes  a  larger  reserve 
necessary  to  exchange  a  given  voltune  of  goods  by  credit. 
The  demand  for  money,  therefore,  both  for  reserve  and 
direct  money  transactions,  is  greater  on  account  of  the 
higher  scale  of  prices. 

(6)  The  same  kind  of  reasoning  applies  to  our  wage 
scale.  Whether  the  wage  scale  be  the  cause  of  the  higher 
cost  of  living  or  the  higher  cost  of  living  be  the  cause  of 
the  higher  wage  scale,  more  money  is  needed  to  pay  wages. 
If  wages  are  paid  directly  in  cash,  more  money  will  be 
needed  in  proportion  to  the  trade-  If  wages  are  paid  with 
checks,  more  money  will  be  needed  by  the  amount  that 
the  reserve  must  be  increased  to  furnish  a  basis  for  the 
checks. 

(c)  Our  country  is  more  sparsely  settled  than  England, 
France,  or  Germany.  In  spite  of  the  large  increase  in 
the  banking  faciUties  of  the  country,  it  still  remains  true 
that  very  many  places  are  remote  from  banks,  so  that 
business,  so  far  as  it  is  not  barter,  will  probably  be  carried 
on  with  money.  It  is  necessary,  therefore,  to  have  a 
larger  amount  of  money  than  if  population  were  denser. 
We  have  seen  that  the  proportion  of  credit  paper  in  the 
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deposits  of  the  agricultural  parts  of  the  country  is  higher. 
This  condition  is  probably  due  as  much  to  the  difficulty 
of  getting  a  sufficient  amount  of  money  as  to  the  desire  to 
use  the  bank-deposit  system  of  payment. 

(d)  It  may  be  that  our  spirit  of  individualism  plays 
some  part.  So  large  a  proportion  of  our  wage-earning 
population  have  come  from  conditions  where  they  had 
opportunity  to  handle  very  little  money,  that  they  like 
to  carry  money  on  their  persons.  It  makes  them  feel,  as 
one  man  said  to  the  writer,  "more  independent."  To 
quote  the  same  informant,  they  would  "rather  pay  higher 
prices  and  have  more  money  to  pay  with." 

(e)  Doubtless  there  is  a  good  deal  of  hoarding  by  people 
who  distrust  banks  or  are  not  near  enough  to  use  them. 
It  might  be  urged  that  no  larger  proportion  of  people  here 
hoard  than  is  the  case  in  Etuope.  Without  disputing  this, 
it  is  true,  however,  that  if  only  the  same  proportion  hoard 
and  in  the  same  relative  amounts  as  is  done  by  corre- 
sponding classes  of  the  population,  the  absolute  amount 
thus  withdrawn  would  be  larger  because  of  our  higher 
scale  of  wages  and  prices. 

It  is  a  dangerous  thing  to  attempt,  but  we  may  make  a 
rough  estimate  of  the  amount  of  money  necessary  for 
business  in  this  country,  somewhat  as  follows: 

If  we  add  returns  for  the  nonreporting  banks  according 
to  their  ratio  to  the  whole  number  and  the  various  classes 
of  deposits,  we  get  in  round  numbers  $990,000,000  as 
the  bank  deposits  of  the  day.  Of  this  amount  5  per 
cent,  let  us  say,  was  in  money,  amounting  to  about 
$50,000,000.     If  we  add   $20,000,000   for   business  not 
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"banked"  we  get  $70,000,000  as  the  amount  of  money 
passing  in  the  business  of  one  day.  How  often  does 
this  turn  over?  Probably  once  in  about  twenty-one  days. 
For  the  week  is  a  common  wage  period;  three  to  ten 
days  are  the  payment  period  of  many  business  houses 
which  take  advantage  of  discotmts ;  and,  of  course,  thirty 
days  are  also  common.  Let  us  take  twenty  days  as  the 
average."  Then  $1,400,000,000  is  the  amount  of  money 
used  in  the  turnover.  The  banks  have  $1,500,000,000. 
Take  $100,000,000  to  $200,000,000  as  the  amotmt  abroad 
hoarded,  lost,  and  destroyed.  This  gives  us  a  grand  total 
of  $3,000,000,000  to  $3,100,000,000,  or  approximately 
our  reported  circulation. 

4.  Do  we  need  more  money? — It  is  sometimes  urged  that 
an  increasing  use  of  credit  renders  a  larger  volume  of 
money  unnecessary ;  or  at  any  rate  that  the  increase  in  the 
need  for  a  medium  of  exchange  may  be  met  by  our  very 
admirable  elastic  system  of  bank  deposits.  There  are  two 
or  three  considerations  that  must  be  urged  in  reply  to  this 
last  opinion.  As  we  have  already  noted,  the  use  of  credit 
paper  is  not  of  itself  proof  that  a  community  is  wealthy. 
Indeed  this  circumstance  may  show  the  very  opposite 
condition.  Some  of  our  agricultural  communities  which 
are  using  checks  so  largely  may  be  doing  so  because  of  the 
difficulty  of  getting  money,  or  they  may  be  doing  so  5y 
choice.  In  other  words,  the  large  use  of  credit  paper  may 
under  some  circumstances  mean  that  it  is  difficult  to  get 
currency.     We  can  not   be   sure  without  knowing  the 

a  I  am  indebted  to  Professor  Irving  Fisher  for  this  estimate  for  1896.  It 
is  based  on  the  report  of  that  year. 
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circumstances  of  the  particular  case.  It  is  the  opinion  of 
the  writer  that  this  is  in  part  an  explanation  of  the  large 
use  of  deposit  banking  in  this  country. 

In  the  next  place,  the  settlement  of  a  very  large  propor- 
tion of  exchanges  by  means  of  credit  paper  introduces  a 
delicacy  of  character  into  the  trading  mechanism  of  a  com- 
mtmity  which  may  cause  it  to  be  more  easily  upset.  The 
larger  the  volume  of  credit  settlements  in  proportion  to  the 
volume  of  money  settlements,  the  greater  the  panic  when 
confidence  breaks  down  and  the  balance  of  canceled  credit 
transactions  thereby  is  made  larger.  A  breakdown  of 
confidence  means  an  increase  in  the  amount  of  transactions 
that  must  be  settled  by  ready  money.  Therefore  it  is  not 
a  safe  condition  for  the  coimtry  to  have  the  amount  of 
actual  money  so  small  for  its  retail  transactions  that  when 
confidence  fails,  the  strain  on  it  will  be  severely  felt.  It 
would  be  better  for  the  country  to  have  a  smaller  voliune 
of  credit  transactions  and  a  larger  volume  of  direct  money 
payments.  If  the  habits  of  the  people  preclude  this,  then 
some  means  should  be  provided  of  supplying  readily  and 
efficiently  the  increased  demand  for  ready  money  which 
occurs  on  account  of  a  breakdown  of  confidence  and  the 
increase  of  the  uncanceled  balances  of  credit  transactions. 
In  other  words,  sources  of  additional  currency  supply 
which  will  flow  out  rapidly  when  it  is  needed  to  the  places 
where  it  is  needed,  and  will  retreat  with  equal  efficiency 
when  the  emergency  passes,  is  an  especial  desideratum  in 
a  country  where  the  proportion  of  transactions  settled  by 
credit  paper  is  very  large. 
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5.  The  additional  supply  of  circulating  medium  neces- 
sary in  times  of  stringency  can  be  supplied  in  any  one  of 
three  ways.  In  the  first  place,  it  may  be  issued  under  some 
arrangement  by  the  existing  independent  banks  of  the 
country  in  their  various  communities.  This  is  virtually 
an  increase  of  credit  currency.  In  the  second  place,  it 
might  possibly  be  supplied  from  some  central  bank  to  the 
existing  banks  in  the  various  communities.  In  the  third 
place,  the  existing  credit  currency,  United  States  notes, 
might  be  retired  and  their  place  taken  with  specie  which, 
in  time  of  stress,  could  be  gathered  in  to  9.  greater  or  less 
extent  in  return  for  an  increased  volume  of  bank  notes  to 
be  issued  in  either  one  of  the  first  two  ways, 

It  is  not  the  province  of  this  paper,*  however,  to  discuss 
this  matter.  Therefore  the  writer  contents  himself  with 
simply  mentioning  these  three  ways. 
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retail  deposits  of,  at  representative  reserve  cities,  91. 

Sturgeon  Bay,  Wis.,  proportion  of  checks  in  deposits  at,  93. 

Trustee  savings  banks,  qhecks  in  all  other  deposits  of,  157. 

Wage  earners  and  use  of  checks,  95,  209. 

Wages,  mode  of  payment  of,  80;  payment  of,  by  check,  200;  range  of  and 
amount  of  money,  215;  table  of  payrolls  of,  in  money  and  checks,  96  ff. 

Walker,  Francis  A.,  quoted,  152,  211;  views  of,  on  proportion  of  business 
payments  made  with  credit  paper,  5. 

Wholesale  dealers,  meaning  of ,  122. 

Wholesale  deposits,  122  ff.;  by  geographical  divisions,  144  ff.;  conclusion 
concerning,  148;  discussion  of  aggregate  of,  136;  discussion  of  loan  and 
trust  companies,  136;  of  national  banks,  134;  of  private  banks,  135;  of 
state  banks,  134;  in  five  States  in  cities  of  less  than  25,000,  149;  in  rep- 
resentative reserve  cities,  137;  tables  of,  124  ff.;  tables  of,  at  representa- 
tive reserve  cities  by  banks  and  States,  139  ff.;  aggregate,  143. 

Wholesale  trade,  difficulty  of  defining,  44  ff. 

Winterset,  Iowa,  checks  in  payments  at,  in  1896,  108. 
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THE  NATIONAL  BANK  OF  BELGIUM. 


GENERAL   SUMMARY. 

The  history  of  the  National  Bank  of  Belgium  is  of  spe- 
cial interest  to  the  student  of  banking  systems  because 
of  the  lateness  of  its  foundation  and  the  abiUty  of  its 
founders  to  gamer  up  the  results  of  the  experience  of 
Belgium  and  of  other  coimtries  in  what  they  conceived 
to  be  the  best  attainable  form  of  organization.  Founded 
under  these  conditions  in  1850,  twenty  years  after  Bel- 
gium became  an  independent  State,  the  charter  of  the 
National  Bank  is  free  from  many  of  those  temporary  and 
local  features  which  influenced  the  foundation  and  de- 
velopment of  some  of  the  other  great  banks  of  Europe. 
It  bears  the  stamp  of  the  two  or  three  characteristics 
which  are  regarded  by  many  economic  students  as  be- 
longing to  the  ideal  bank  of  issue. 

The  business  of  the  Bank  is  limited  substantially  to  the 
discount  of  commercial  paper  and  excludes,  except  to  a 
limited  extent,  advances  upon  securities  or  any  other 
noncommercial  asset.  Even  such  securities  as  are  ad- 
mitted as  investments  for  the  reserve  fund  or  as  the  cover 
for  a  restricted  amount  of  loans  are  securities  issued  by 
the  Government  of  Belgium  or  under  its  guaranty.  In 
dealing  with  commercial  paper,  the  function  of  the  Bank 
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is  essentially  that  of  rediscounting  for  the  joint-stock 
banks  and  for  local  discount  committees  paper  which  has 
been  originally  discounted  with  them.  This  affords  to 
the  Bank  the  guaranty  of  third  parties  for  the  ultimate 
payment  of  paper  discounted  and  adds  to  the  liquid  char- 
acter of  the  assets  by  reducing  to  the  neighborhood  of 
forty  days  the  period  for  which  paper  has  to  run  after 
reaching  the  Bank. 

Upon  this  basis  of  quickly  convertible  commercial  paper 
is  based  the  system  of  note  issue  of  the  Bank.  This  issue 
is  unlimited  in  amount  and  is  not  restricted  by  the  char- 
ter even  as  to  the  proportion  of  cash  reserve  required  to 
be  held.  The  proportion  of  reserve  was  deliberately  left 
to  be  fixed  by  the  statutes  of  the  Bank,  which  are  a  sub- 
ject of  mutual  agreement  between  the  Minister  of  Finance 
and  the  administration  of  the  Bank.  By  this  authority 
the  proportion  of  cash  to  notes  has  been  fixed  at  33>^  per 
cent,  but  the  Minister  of  Finance  has  power  to  suspend 
this  requirement  in  an  emergency.  Foreign  bills  of  ex- 
change have  long  been  counted  as  the  equivalent  of  gold 
in  the  reserve  and  have  proved  useful  on  critical  occasions 
in  maintaining  control  of  the  exchanges. 

Interest  is  not  paid  upon  deposits  in  the  National  Bank, 
in  order  that  such  deposits  as  are  attracted  shall  be  those 
growing  out  of  commercial  operations  and  not  those  par- 
taking of  the  nature  of  investments  made  for  the  sake  of 
the  interest  earned.  The  outstanding  issues  of  notes, 
which  reached  in  1908  an  amount  in  excess  of  800,000,000 
francs  ($160,000,000)  for  a  population  of  less  than  7,500,- 
000,  constitute  the  chief  liability  of  the  Bank.  Current 
deposit  accounts  constitute  only  about  one-tenth  of  the 
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assets  of  about  i  ,000,000,000  francs  ($200,000,000) ,  which 
represent  the  banking  and  issuing  functions  of  the  Bank." 

Regulation  of  the  money  market  is  attained  in  part,  as 
in  other  European  countries  dowered  with  a  central  bank 
of  issue,  by  changing  the  discount  rate.  The  problem  of 
money  and  exchange  in  Belgium  has  been  complicated  by 
the  large  amount  of  silver  coins  which  were  issued  before 
the  suspension  of  free  coinage  by  the  Latin  Union  in  1873, 
and  by  the  fact  that  this  silver  has  degenerated  into  the  posi- 
tion of  a  token  coin,  kept  at  gold  par  largely  through  the 
control  exercised  by  the  National  Bank  over  exchange. 
Gold  has  practically  disappeared  from  circulation,  partly 
by  reason  of  the  issue  of  notes  in  large  amounts  down  to 
the  denomination  of  20  francs  ($3.86),  and  partly  as  the 
result  of  some  hesitation  on  the  part  of  the  Bank  to  raise 
the  discount  rate  sharply  to  offset  the  adverse  current  of 
exchange.  The  Bank  has  preferred  to  a  large  extent  the 
poHcy  of  the  Bank  of  France,  of  replenishing  its  gold 
reserve  at  its  own  expense  rather  than  by  the  elevation  of 
the  discoimt  rate. 

The  organization  of  the  National  Bank  of  Belgium  is 
not  unlike  that  of  the  Banks  of  France  and  Germany. 
The  governor  of  the  Bank  is  appointed  by  the  King;  but 
the  Government  has  no  share  in  the  ownership,  and  the 
administrative  boards  are  chosen  by  the  shareholders. 
The  State  has  kept  its  hands  clean  from  dipping  into  the 
resources  of  the  Bank  by  loans,  but  it  has  from  time  to 
time,  with  the  renewal  of  the  charter,  added  to  the  burdens 

"■  While  the  franc  is  taken  in  these  generalizations  at  20  cents,  definite 
sums  are  reduced  in  this  treatise  more  nearly  to  the  exact  equivalent  at 
19.3  cents  to  the  franc,  without,  however,  carrying  out  the  calculations  to 
the  last  decimals. 
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imposed  upon  the  Bank  by  way  of  gratuitous  services  and 
taxation.  The  Bank  was  organized  with  the  view  of  per- 
forming the  fiscal  functions  of  the  treasury,  and  its  39 
agencies  have  been  distributed  in  the  chief  places  of  Bel- 
gium as  much  to  facilitate  this  end  as  for  the  convenience 
of  the  commercial  community.  So  considerable  is  the 
work  performed  for  the  State  that  payments  in  and  out 
of  the  bank  for  the  public  treasury  have  come  to  exceed 
5,000,000,000  francs  ($1,000,000,000)  annually,  exclusive 
of  the  many  other  operations  in  the  payment  of  coupons 
and  conversion  of  the  debt  which  have  been  imposed  with- 
out compensation  upon  the  Bank. 

In  addition  to  these  direct  fiscal  services,  the  National 
Bank  imdertook  at  the  time  of  its  foimdation  to  carry  on 
a  large  part  of  the  business  of  the  savings  bank,  if  one 
should  be  created.  Such  an  institution  was  created  in 
1865  and  has  grown  until  the  total  amount  of  deposits  is 
not  far  below  the  assets  of  the  National  Bank.  While 
the  detail  of  the  small  deposits  is  not  handled  by  the 
National  Bank,  investments  for  the  savings  bank  itself 
and  for  its  clients,  the  maintenance  of  its  cash  balance, 
and  the  remittance  of  its  funds  are  all  performed,  practi- 
cally without  compensation,  by  the  National, Bank. 

When  the  National  Bank  was  created  in  1850,  it  was  to 
meet  a  dire  need  on  the  part  of  the  Government  for  a 
fiscal  agent.  The  burdens  of  taxation  at  first  imposed 
were,  therefore,  comparatively  light;  but  with  the  renewals 
of  the  charter  in  1872  and  in  1900,  the  grip  of  the  State 
upon  the  pocket  of  the  bank  was  tightened.  A  tax  has 
been  imposed  since  1872  amounting  to  one-half  of  i  per 
cent  annually  on  the  excess  of  the  circulation  above 
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275,000,000  francs.  The  policy  of  covering  into  the  public 
treasury  a  large  share  of  the  profits  took  the  form  of  two 
requirements  in  1872,  which  were  made  much  more 
exacting  in  1900.  One  of  these  was  the  provision  that  a 
percentage  of  the  net  profits  should  be  paid  into  the  public 
treasury.  Under  the  law  of  1872  this  division  of  profits 
did  not  begin  until  the  shareholders  had  received  dividends 
of  6  per  cent,  after  which  one-fourth  of  the  net  excess 
went  to  the  State.  By  the  law  of  1900,  the  point  at 
which  division  with  the  State  should  begin  was  reduced 
to  a  dividend  rate  of  4  per  cent.  Under  the  earlier  law 
the  excess  of  receipts  from  discount  above  a  rate  of  5  per 
cent  went  into  the  public  treasury.  By  the  later  law  the 
Bank  can  not  profit  from  a  discount  rate  above  3^^  per 
cent.  To  the  latter  provision  is  attributed  by  some  the 
disposition  of  the  Bank  in  recent  years  to  prefer  to  derive 
a  profit  from  its  note  circulation,  at  the  expense  of  xm- 
favorable  foreign  exchanges,  rather  than  to  raise  the 
discotmt  rate  radically  in  order  to  protect  its  gold  reserve 
and  the  monetary  stock  of  Belgium. 

This  in  outline  is  the  history  of  the  development  of  the 
National  Bank  of  Belgium,  which  is  set  forth  more  in 
detail  in  the  following  pages.  The  subjects  of  banking 
theory  and  practice  have  been  more  thoroughly  discussed 
in  Belgium  than  in  some  other  countries,  because  each  re- 
newal of  the  charter  of  the  National  Bank  has  been  for 
nearly  thirty  years,  the  last  renewal  continuing  the  fife 
of  the  bank  to  January  i,  1929.  This  has  led  perhaps  to 
a  more  thorough  examination  of  the  questions  involved 
than  where  charters  run  for  shorter  terms  and  proposals 
for  renewal  fall  more  within  the  channels  of  routine.     At 


National    Monetary    Commission 

the  time  of  the  renewal  of  the  charter  of  the  National 
Bank  in  1900  the  reports  alone  of  the  various  committees 
filled  a  folio  volume  of  619  pages  and  the  debates  in  the 
Chambers  a  still  greater  space. 

Interest  was  given  to  the  debate  by  the  presence  in  the 
Belgian  Chamber  of  Deputies  of  some  of  the  most  scholarly 
and  advanced  advocates  of  state  socialism,  who  made  a 
determined  onslaught  upon  the  organization  of  the  Bank. 
Hardly  a  voice,  was  raised,  however,  against  the  theory 
of  a  central  bank  organized  to  regulate  the  exchanges  or 
against  the  system  of  note  issue  under  which  the  Bank  had 
operated  for  forty  years.  The  criticisms  of  the  SociaUst 
deputies  were  directed  rather  to  the  questions  of  the  terms 
of  the  charter,  ownership  of  the  Bank  by  private  indi- 
viduals rather  than  by  the  State,  and  the  proportion  of 
profits  earned  which  should  be  covered  into  the  public 
treasury. 

The  principal  sources  of  authority  are  the  records  of 
the  Bank  itself,  in  its  carefully  prepared  annual  reports, 
and  the  documents  and  proceedings  relating  to  the 
renewal  of  the  charter  in  1872  and  in  1900.  The  reports 
submitted  on  these  occasions  and  the  complete  debates 
in  the  Chambers  are  printed  in  separate  volumes  and  afiford 
a  mine  of  information  as  to  the  operations  of  the  Bank 
and  its  relation  to  Belgian  enterprise.  The  Ust  of  author- 
ities cited  in  various  parts  of  this  document  appears  below. 
The  parliamentary  records  are  cited  throughout  the  text 
simply  imder  the  designations  "Documents  Parlemen- 
taires"  or  "Discussions  Parlementaires,"  with  the  date, 
without  specifying  the  fact  that  they  are  the  documents 
relating  exclusively  to  the  National  Bank,  since  parlia- 
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mentary  documents  or  discussions  on  other  subjects  are 
not  cited  in  this  report.  The  documents  used  are  as 
follows : 

Banque  Nationale  de  Belgique;  Documents  OiBciels,  Relatifs  a  la 

Prorogation  de  cette  Institution,  d6cr6t6e  par  la  loi  du  20  Mai 

1872;  Brussels,  1872. 
Banque  Nationale  de  Belgique:  Loi  du  26  Mars  1900,  Documents 

Parlementaires;  Brussels,  1901. 
Banque  Nationale  de  Belgique:  Loi  du  26  Mars  1900,  Discussions 

Parlementaires;  Brussels,  1901. 
Banque  Nationale  de  Belgique,   Assembl^e  G6n6rale  des  Action- 

naires.  Annual  Reports,  1892-1908. 
Banque  Nationale  de  Belgique,  Lois  Organiques,  Statuts,  Rfegle- 

ment  d'Ordre  Int^rieur;  Brussels,  1907. 
Annuaire  Statistique  de  la  Belgique,  1907;  Brussels,  1908. 
Moniteur  des  Int^r^ts  Mat^riels  (tti-weekly),  Brussels. 
Les  Banques  d'Emission  en  Europe:  Octave  Noel,  Paris,  1888. 
Les  Banques  d'Emission:  Etude  Historique  et  de  Legislation  Com- 

parde:  Robert  Ulens,  Brussels,  1908. 
Bank  Rate  and  the  Money  Market  in  England,  France,  Germany, 

Holland,  and  Belgium:  R.  H.  Inglis  Palgrave,  F.  R.  S.,  New 

York,  1903. 
A  History  of  Banking  in  all  the  Leading  Nations;  edited  by  the 

editor  of  the  Journal  of  Commerce,  New  York,  1896. 
A  History  of  the  Latin  Monetary  Union:    Henry  Parker  Willis, 

Chicago,  1 901 
A  History  of  Modem  Banks  of  Issue:  With  an  Account  of  the 

Economic  Crises  of  the  Nineteenth  Century  and  the  Crisis  of 

1907 :  Charles  A.  Conant,  New  York,  1909. 

ORIGIN   AND   HISTORY   OF  THE   BANK. 

The  creation  of  the  National  Bank  of  Belgium  was  one 
of  the  consequences  of  the  separation  of  Belgium  from 
Holland  in  1830,  and  of  the  unsatisfactory  condition  of 
banking  which  followed  the  separation.  It  was  only 
after  experiments  for  twenty  years  with  existing  institu- 
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tions,  which  did  not  operate  satisfactorily  as  banks  of 
ssue  nor  as  agents  of  the  treasury,  that  the  National 
Bank  was  created  in  1850.  The  charter  adopted  followed 
simple  lines  for  keeping  the  Bank  free  from  entangle- 
ments by  restricting  its  field  of  operations  to  the  dis- 
counting of  commercial  paper  based  upon  actual  trans- 
actions."* So  directly  and  effectively  was  it  aimed  at 
these  results  that  it  became  the  model  of  at  least  two 
foreign  countries  in  the  reconstruction  of  their  banking 
systems.  When  the  Government  of  Holland  remodeled 
the  charter  of  the  Bank  of  the  Netherlands  in  1864,  the 
new  law  was  based  upon  that  of  Belgium.  It  was  declared 
by  M.  Betz,  the  Netherlands  Minister  of  Finance:  * 

"  If  one  wished  to  quaUfy  definitely  by  a  foreign  name 
the  system  adopted  by  the  Government,  one  would  be 
near  the  truth  in  saying  that  while  the  French,  Scotch, 
and  American  systems  have  been  rejected,  the  Belgian 
system  has  been  chosen." 

In  the  reform  of  the  currency  system  of  Japan,  also  in 
1882,  Count  Matsukata,  the  eminent  Minister  of  Finance, 
set  forth  in  his  report  on  the  subject : " 

"  In  point  of  the  perfectness  of  organization  and  the  well- 
regulated  condition  of  business  management,  the  National 
Bank  of  Belgium  stands  highest.  This  fact  is  due  doubt- 
less to  the  lateness  of  its  founding,  which  enabled  it  to 

"It  was  declared  in  the  report  of  M.  Descamps  to  the  Senate  in  1900, 
that  while  the  Belgian  system  had  nothing  to  fear  but  everything  to  gain 
from  an  analysis  of  its  prindples,  it  was  proper  to  recall  "that  it  had  not 
been  presented  to  the  country  as  the  work  of  a  social  reformer,  as  a  system 
formulated  A  priori  under  the  Empire  of  preconceived  economic  doctrines, 
'sprung  full  armed  from  the  head  of  Jupiter,'  but  had  been  derived  from  the 
simple  lessons  of  experience." — Documents  Parlementaires:  1900,  p.  352 

6  Documents  Officiels:  1872,  p.  46. 

c  Report  on  the  Adoption  of  the  Gold  Standard  in  Japan,  p.  64. 
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consider  fully  the  mistakes  as  well  as  the  successes  of 
older  banks.  Its  regulations  are  for  this  reason  more 
perfect  than  those  of  any  others,  winning  highest  praises 
from  the  financiers  of  the  world,  and  leading  the  Bank  of 
Amsterdam,  at  the  time  of  its  organization,  to  closely 
follow  its  pattern.  In  the  case  of  a  Japanese  central 
bank,  therefore,  no  better  pattern  can  be  found  than  the 
National  Bank  of  Belgium;  and  if  the  regulations  thus 
copied  are  modified  to  suit  our  peculiar  conditions  and 
circumstances,  I  have  little  doubt  that  the  system  thus 
adopted  will  perfectly  meet  our  present  need,  and  that  also 
in  point  of  practical  organization  it  will  prove  to  be  a 
success." 

There  were,  at  the  time  of  the  creation  of  the  National 
Bank  in  1850  four  banking  institutions  in  Belgium — the 
Society  G^ndrale,  the  Bank  of  Belgium,  the  Bank  of 
Flanders,  and  the  Bank  of  Li%e. "  The  Society  Gen^rale 
with  a  capital  of  50,000,000  florins  (about  $20,000,000), 
dated  from  early  in  the  nineteenth  century,  and  under 
the  Dutch  sovereignty  performed  most  of  the  financial 
operations  of  the  Government.  The  control  of  the 
institution  was  chiefly  in  the  hands  of  the  Dutch  element, 
who  felt  little  sympathy  with  the  new  political  regime 
in  Belgium.  The  new  Government  was  compelled,  how- 
ever, to  employ  the  Bank  in  the  same  manner  as  its 
predecessor.  The  Soci^te  G6nerale,  feeling  itself  indis- 
pensable, refused  to  permit  the  supervision  of  the  court 
of  accounts  over  its  management  as  treasurer  for  the 
State. 


oThis  narrative' of  the  beginnings  of  the  National  Bank  is  based  mainly 
on  Banques  d']6niission  en  Europe,  Octave  Noel,  Paris,  1888,  pp.  477-488. 


13 


National    Monetary     Commission 

The  Belgian  Government  sought  to  remedy  this  con- 
dition of  things  by  the  creation  of  a  rival  institution.  It 
lent  its  favor  to  the  organization  of  the  Bank  of  Belgium, 
which  was  created  in  1835.  The  Government  plainly 
indicated  its  preference  by  taking  away  from  the  Soci^t^ 
G^n^rale  its  functions  as  cashier  of  the  treasury  and  trans- 
ferring them  to  the  Bank  of  Belgium.  But  the  new 
institution  fell  upon  troublous  times.  A  crisis  loomed 
on  the  horizon  in  1837,  which  became  acute  in  1838,  when 
trouble  with  Holland  was  threatened  over  the  boundaries 
of  Limbourg  and  Luxembourg.  The  Soci^t^  G^n6rale 
seized  the  occasion  to  cripple  its  younger  rival  by  gather- 
ing up  its  notes  and  presenting  them  for  redemption.  On 
December  4,  1838,  the  sum  of  1,000,000  francs  ($193,000) 
was  thus  presented.  On  December  10  another  sum  of 
1,200,000  francs  was  presented,  and  on  December  15 
300,000  francs.  The  Bank  of  Belgium  was  forced  to 
suspend  and  to  seek  the  assistance  of  the  Government. 
By  a  law  of  January  i,  1839,  ^  credit  of  2,600,000  francs 
($501,800)  was  granted  to  the  Bank  for  the  redemption 
of  its  notes  and  for  other  purposes,  and  1,400,000  francs 
($270,200)  for  the  repayment  of  the  savings  deposits, 
which  were  tmder  its  charge. 

This  temporary  relief  did  not  remove  the  fundamental 
causes  of  weakness.  Both  the  Bank  of  Belgium  and  the 
Soci^t^  G^i^rale  had  locked  up  considerable  amounts  of 
capital  in  industrial  ventures  from  which  it  could  not  be 
readily  converted  into  cash.  The  crises  which  affected 
Belgium  in  1837  and  in  1838  were  much  more  serious  in 
their  effects  because  the  two  banks  had  to  meet  at  once 
the  demand  for  the  redemption  of  their  notes  and  the 
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needs  of  the  industrial  enterprises  which  they  were  sup- 
porting. From  these  two  sides — the  demands  of  the  pub- 
lic and  of  their  industrial  clients — ^the  Bank  of  Belgium 
was  exposed  to  the  disappearance  of  its  metallic  reserve 
and  the  suspension  of  payments  in  specie. 

Notwithstanding  the  aid  of  the  Government  in  1839,  the 
same  embarrassments  recurred  in  1842.  The  Bank  of 
Belgium  confessed  its  inability  to  fulfill  its  financial 
mission  for  the  Government  and  resigned  its  functions 
as  cashier  of  the  treasury.  The  Socidt^  G^n^rale  had 
encountered  the  same  difficulties  as  the  Bank  of  Belgium. 
On  its  part  also  it  had  supported  numerous  industrial 
enterprises  and  had  suffered  severely  in  the  financial  crises 
through  which  the  country  had  passed.  It  was  even  com- 
pelled in  1842  to  suppress  the  branches  which  it  main- 
tained in  the  provinces,  of  which  the  larger  number  had 
shown  bad  results,  and  to  continue  only  the  branch  at 
Antwerp.  But  the  Soci6t6  G^n^rale  was  more  firmly 
estabUshed  than  its  rival  and  was  the  only  institution 
which  was  in  position  to  resume  the  service  of  the  treasury 
without  danger  to  the  public  finances. 

A  new  convention  restored  to  the  Socidtd  G^n&ale  the 
functions  of  cashier  of  the  State.  The  arrangement  was, 
on  the  part  of  the  Government,  only  a  makeshift.  The 
time  had  come  when  those  responsible  for  the  conduct 
of  public  affairs  were  considering  seriously  the  creation  of 
an  institution  which  should  be  restricted  in  the  scope  of 
its  operations  to  commercial  banking  and  should  not  be 
exposed,  like  the  existing  institutions,  to  the  results  of 
unsound  financiering.  When,  therefore,  the  Soci^t^  Gdn- 
^rale  in  1843  demanded  the  extension  of  its  charter,  which 
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was  asked  by  the  shareholders  for  a  period  of  twenty-five 
years,  the  Government  declared  that  it  would  reserve  to 
itself  the  right  to  indicate  before  the  end  of  the  year  1849 
the  conditions  under  which  the  Bank  might  continue  to 
exist  and  the  modifications  which  it  would  be  required  to 
insert  in  its  statutes. 

The  crisis  of  1848  obliged  both  the  Society  G^n^rale  and 
the  Bank  of  Belgium  again  to  suspend  payments.  This 
furnished  the  Government  an  opportune  occasion  for  put- 
ting its  plans  in  execution.  ^  The  existing  institutions  were 
protected  for  the  moment  by  making  their  notes  legal 
tender,  while  restricting  their  issues;  but  the  year  1849 
had  hardly  begun  before  the  president  of  the  council  of 
ministers,  M.  Frfere-Orban,  formulated  a  series  of  reforms 
which  he  submitted  to  the  Socidtd  G&^rale  as  the  basis 
of  the  establishment  of  a  national  bank.  The  conditions 
were  such  as  almost  to  compel  a  refusal.  They  consti- 
tuted a  demand  upon  an  institution  long  in  operation,  gen- 
erally prosperous  and  honorably  known,  and  engaged 
from  the  beginning  in  affairs  requiring  time  for  their  devel- 
opment, that  it  should  suddenly  restrict  its  operations  at 
an  almost  certain  loss  and  with  grave  prejudice  to  its 
credit. 

The  Government  anticipated  the  refusal  of  the  Bank  to 
adopt  this  policy,  and  was  fully  prepared  in  that  case  to 
propose  the  creation  of  a  new  institution  based  upon  the 
principle  of  issuing  notes  only  upon  commercial  paper. 
From  these  conditions  sprang  the  National  Bank,  which 
was  established  by  a  law  of  May  5,  1850.  The  new  insti- 
tution was  given  a  duration  of  twenty-five  years,  which 
might  be  extended  by  law  upon  the  demand  of  a  majority 
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of  the  shareholders.  The  capital  was  fixed  at  25,000,000 
francs  ($4,825,000),  divided  into  25,000  shares  of  1,000 
francs  each. 

The  significance  of  the  difference  between  the  character 
of  the  new  institution  as  representative  of  the  State  and 
those  which  it  superseded  in  this  capacity  is  indicated  by 
the  provisions  of  the  charter  in  regard  to  the  forms  of 
business  in  which  it  might  engage.  These  privileges,  as 
laid  down  by  the  law  and  by  the  statutes  of  the  bank, 
were  to  discount  or  buy  bills  of  exchange  and  other  obUga- 
tions  relating  to  commercial  operations;  to  buy  Treasury 
bonds  within  the  limits  to  be  prescribed;  to  conduct  the 
purchase  and  sale  of  gold  and  silver;  to  grant  advances 
upon  those  metals;  to  assume  the  collection  of  paper 
which  might  be  remitted  to  it  by  individuals  or  firms;  to 
receive  money  on  current  account;  and  to  receive  on 
deposit  securities,  precious  metals,  and  gold  and  silver 
money,  and,  finally,  to  make  advances  in  current  account 
or  for  short  terms  on  deposits  of  national  securities  or 
other  securities  guaranteed  by  the  State,  within  limits 
and  conditions  to  be  fixed  periodically  by  the  administra- 
tion of  the  Bank  with  the  approval  of  the  Minister  of 
Finance. 

The  beginnings  of  the  Bank  were  not  brilliant.  Com- 
mercial transactions  in  Belgium  were  limited  in  scope 
and  were  the  subject  of  competition  between  the  new 
bank,  the  Soci^te  G6n^rale,  the  Bank  of  Belgium,  and 
several  other  institutions.  To  perform  the  service  of  the 
treasury  compelled  the  new  institution  to  establish 
offices  in  the  chief  places  of  the  country  and  wherever 
the  government   considered  it  necessary.     It  was  con- 
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tended,  moreover,  by  the  authors  of  the  law  that  the 
benefits  which  the  Bank  offered  to  commerce  should  be 
extended  into  all  parts  of  the  country,  in  order  that  no 
merchant  or  manufacturer  should  be  excluded  from  its 
advantages.  The  Bank  was  prudently  managed,  how- 
ever, and  weathered  the  serious  crises  which  shook  Europe 
from  1855  to  1858  and  from  1863  to  1866,  without  embar- 
rassment to  its  credit. 

A  more  serious  test  of  the  prudence  and  resources  of 
the  Bank  came  with  the  war  between  France  and  Germany 
in  1870.  Belgium  was  close  to  the  route  followed  by  the 
contending  armies.  For  this  reason  her  banks  were  the 
channel  through  which  flowed  much  of  the  money  for 
the  expenses  incurred  in  the  maintenance  of  both  the 
French  and  German  troops.  Many  private  financial 
transactions  also  were  transferred,  from  motives  of  pru- 
dence as  well  as  convenience,  from  Paris  and  Berlin  to 
the  National  Bank  at  Brussels.  As  the  result  of  the 
demand  for  discounts  Belgian  commercial  paper  in  the 
Bank,  which  stood  on  July  10,  1870,  at  177,500,000 
francs,  rose  by  July  20  to  203,923,100  francs;  on  July  31 
to  223,231,744  francs;  and  maintained  itself  until  August 
20  in  the  neighborhood  of  204,000,000  francs  ($39,372,000). 

While  other  financial  institutions  and  merchants  thus 
sought  discounts  from  the  Bank  much  larger  in  volume 
than  in  normal  times,  the  public  was  seized  with  panic  and 
presented  notes  in  large  amounts  for  redemption.  Dur- 
ing the  entire  year  1869,  with  an  average  circulation  of 
177,000,000  francs,  the  amount  in  notes  presented  for 
redemption  had  .reached  only  216,507,760  francs,  or  a 
daily  average  of  about  600,000  francs  ($115,000).     Dur- 
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ing  the  eighty-two  days  from  July  i  to  September  20, 
1870,  notes  presented  for  redemption  reached  the  sum  of 
85,022,000  francs,  or  over  1,000,000  francs  ($193,000)  per 
day.  The  pressure  was  felt  most  severely  during  the  lat- 
ter half  of  July,  when  the  daily  average  attained  about 
2,094,000  francs  ($404,142),  and  redemptions  on  the  single 
day  of  July  20  were  6,286,000  francs,  and  on  July  21 
7,025,000  francs. 

The  intensity  of  the  panic  was  much  increased  by  the 
shortsighted  measures  taken  by  the  government  in  cast- 
ing distrust  upon  the  sovmdness  of  the  Bank,  instead  of 
giving  it  moral  support.  From  the  early  days  of  July, 
the  Royal  Government,  fearing  that  the  declaration  of 
war  between  France  and  Germany  would  lead  to  the  vio- 
lation of  the  neutrality  of  Belgium,  warned  the  National 
Bank  to  take  measures  to  transfer  to  Antwerp  that  por- 
tion of  the  metallic  reserve  representing  the  balance  of 
the  treasvuy.  On  July  13,  1870,  without  further  previous 
notice,  the  Bank  was  informed  that  this  operation  must 
be  effected  without  delay.  The  Bank  had  declared  that 
the  operation  could  be  accomplished  within  three  hours, 
and  the  sudden  demand  for  its  execution  was  a  signal  of 
alarm  which  did  not  fail  to  arouse  great  uneasiness.  The 
order  was  revoked  for  the  moment,  only  to  be  renewed 
on  the  15th  by  an  oral  demand  from  a  subordinate  of  the 
Ministry  of  Finance,  with  the  condition  that  the  transfer 
should  be  made  under  the  superintendence  of  two  agents 
of  the  department.  The  transfer  of  the  metallic  reserve 
of  the  treasury  outside  of  Brussels  deprived  the  Bank  of 
valuable  resources  at  a  moment  when  anxiety  was 
spreading  throughout  the  country.     Inevitably,  the  effort 
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to  keep  the  measure  secret  was  unsuccessful  and  provoked 
violent  excitement,  which  led  to  many  demands  by  the 
pubhc  for  the  redemption  of  notes  at  the  counters  of  the 
Bank. 

The  Ministry  of  Finance  added  to  the  difficulties  of  the 
situation  by  directing  its  agents  in  the  provinces  to  keep 
very  small  reserves  in  cash  and  not  to  modify  their  char- 
acter— ^that  is,  not  to  exchange  coin  for  bank  notes.  The 
Minister  of  War  at  the  same  time  addressed  to  all  the 
heads  of  army  corps  a  circular  warning  them  that  he  had 
taken  measures  in  concert  with  the  Minister  of  Finance 
that  all  agencies  of  the  Bank,  especially  the  most  impor- 
tant, should  be  provided  with  gold,  silver,  and  notes  in 
sufficient  quantities  to  provide  for  the  exchange  of  bank 
notes  which  might  be  found  in  the  military  chests. 

These  measures  threw  such  discredit  upon  the  notes  of 
the  National  Bank  and  so  seriously  impaired  confidence 
in  the  circulation,  at  a  moment  when  the  difficulty  of 
obtaining  precious  metals  was  becoming  constantly  greater 
on  the  foreign  exchanges,  that  it  soon  became  imperative 
to  make  a  change  of  poHcy.  The  Minister  of  War  on 
July  31 — five  days  after  his  first  circular — addressed  a 
new  order  to  the  heads  of  army  corps,  informing  them 
that  he  had  been  requested  by  his  associate  in  the  finance 
department  "to  recommend  particularly  to  governing 
boards  and  to  other  paymasters  of  the  army  to  demand 
as  Uttle  gold  as  possible  of  the  agencies  of  the  National 
Bank  and  to  pay  in  bank  notes  everything  susceptible  of 
being  thus  paid,  as  well  as  to  exchange  notes  of  500  francs 
and  1,000  francs  which  might  be  on  hand  for  denomina- 
tions of  20  and  50  francs  in  order  to  facilitate  pajmients." 
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It  was  too  late  to  counteract  fully  the  effects  of  the 
earlier  measures.  The  Bank  was  compelled  to  raise  the 
rate  of  discount  and  then  to  take  restrictive  measures 
by  limiting  the  amoimt  of  paper  accepted  from  the  same 
indorser  and  mattiring  at  the  same  date.  Advantage  had 
already  been  taken,  from  the  date  of  the  transfer  of  the 
treasury  reserves  to  Antwerp,  of  the  option  given  the  Bank 
by  the  law  to  redeem  its  notes  only  at  Brussels,  except 
that  it  continued  redemptions  at  Antwerp. 

The  Bank  was  struggling  bravely  in  the  meantime  to 
meet  legitimate  demands.  The  cash  reserve  stood  on 
July  15,  soon  after  the  trouble  broke  out,  at  15,000,000 
francs  ($2,895,000),  which  was  above  25  per  cent  of 
demand  liabilities.  The  bank  hastened  to  seek  addi- 
tional cash  resources  to  the  amount  of  25,000,000  francs 
in  the  markets  of  London,  Amsterdam,  Hambiurg,  and 
Parish  In  spite  of  the  enormous  amounts  of  coin  called 
for  by  the  crisis,  the  metallic  reserve  of  the  Bank  was  not 
permitted  to  fall  below  the  limits  assigned  to  it  by  the 
management. 

The  discount  rate  was  promptly  advanced  in  order  to 
check  unnecessary  demands  for  accommodation.  The 
rate  remained  from  July  i  to  July  15  at  2)4  per  cent  for 
accepted  bills  and  at  3  per  cent  for  those  which  had  not 
been  accepted.  These  rates  were  promptly  advanced  on 
the  15th  to  5  and  53^  per  cent,  where  they  remained  until 
August  5,  when  they  were  again  advanced  to  6  and  6>^ 
per  cent.  A  rate  of  7  per  cent  was  then  charged  for 
drafts  drawn  from  abroad  upon  Belgium. 

At  the  outbreak  of  the  crisis  the  Bank  possessed  foreign 
paper  to  an  amount  of  64,144,561.25  francs  ($12,370,000). 
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Such  prompt  disposition  was  made  of  these  securities  to 
obtain  coin  that  on  July  31  the  amount  of  such  paper 
was  reduced  to  7,227,333.20  francs  and  on  August  20  to 
3>53i. 907-38  francs.  The  proceeds  of  this  paper  was 
employed  in  the  purchase  of  gold  and  silver,  principally 
silver  bulUon,  which  the  mint  converted  into  5-franc 
pieces,  with  which  the  bank  filled  the  void  in  its  reserves 
caused  by  the  redemption  of  notes. 

Thanks  to  these  energetic  measures,  which  imposed  a 
loss  of  705,340.42  francs  ($136,100),  the  Bank  weathered 
the  storm  and  was  able  by  August  27,  1870,  to  reduce 
discount  rates  to  5>^  per  cent  for  accepted  bills  and  6  per 
cent  for  those  not  accepted,  following  this  by  reductions 
on  September  20  to  4X  and  5  per  cent,  and  on  October 
8  to  3^  and  4  per  cent.  Calm  was  reestablished  by  the 
middle  of  August  and  the  Bank  returned  to  normal  con- 
ditions. The  special  commission  which  had  been  ap- 
pointed by  the  Government  to  study  the  best  means  of 
allaying  the  disturbance  found  nothing  to  do,  and  the 
approach  of  the  date  of  the  expiration  of  the  charter 
gave  emphasis  to  the  success  with  which  the  management 
of  the  Bank  had  piloted  it  through  the  storm  and  through 
the  diflftculties  invoked  by  ministerial  blundering. 

So  successfully  had  the  Bank  met  the  stress  of  the  war 
between  France  and  Prussia  that  there  was  little  oppo- 
sition to  the  renewal  of  the  charter  when  the  proposal 
was  submitted  in  1872.  There  were  indeed  protests  from 
one  or  two  deputies  against  bringing  in  the  project  of 
renewal  on  February  27,  1872,  nearly  three  years  before 
the  expiration  of  the  old  charter,  and  there  was  a  pro- 
posal to  reserve  to  the  chambers  the  right  of  reArision  at 
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either  of  the  two  sessions  prior  to  January  i,  1883,  which 
failed  only  by  a  vote  of  38  in  the  affirmative  to  53  in  the 
negative,  and  i  not  voting."  The  final  vote  in  the  cham- 
bers, however,  taken  on  May  10,  1872,  showed  87  votes 
in  favor  of  the  project  of  renewal,  with  only  6  in  the 
negative,  and  3  not  voting.  The  debate  in  the  Senate 
was  short.  The  bill  passed  at  the  sitting  of  May  17  by 
the  unanimous  vote  of  the  37  members  voting,  with  i 
abstaining  because  he  was  one  of  the  censors  of  the 
Bank.  The  feeling  indicated  by  the  majority  in  the 
debates  was  in  accord  with  a  passage  from  the  report 
made  in  the  name  of  the  central  section  of  the  Chamber 
of  Deputies  by  M.  Eudore  Pirmez:'' 

"It  might  be  asked  if  a  profound  examination  of  the 
principles  on  which  the  National  Bank  rests  is  still  nec- 
essary. The  discussion  seems  uncalled  for.  The  National 
Bank  is  not  attacked  in  any  of  its  fundamental  princi- 
ples. Your  sections,  in  devoting  themselves  to  the  exami- 
nation of  the  subject,  have  brought  none  of  these  prin- 
ciples into  question.  They  have  limited  themselves  to 
considerations  of  detail.  Beyond  this,  complete  unanim- 
ity seems  to  reign.  There  is  general  accord  with  the 
position  of  the  Government,  that  there  can  be  no  ques- 
tion of  destroying  in  order  to  reconstruct,  but  only  of 
preserving  and  improving.  Parties,  however  lively  their 
differences,  have  had  the  wisdom,  to-day  as  in  1850,  to 
silence  their  divisions  in  a  matter  which  does  not  con- 
cern them,  and  we  shall  see  without  doubt  an  institution, 
created  upon  the  proposition  of  one  of  the  chiefs  of  one 

o  Documents  Officiels,  1872,  p.  409. 
b  Documents  Officiels,  1872,  p.  20. 
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of  the  great  political  schools,  receive  a  new  existence 
upon  the  proposal  of  one  of  the  chiefs  of  the  other — an 
agreement  which  honors  equally  him  who  had  the  initi- 
ative in  the  work  and  him  who  seeks  only  to  render  it 
better." 

The  extension  of  the  charter  became  law  on  May  20, 
1872.  The  capital  of  the  bank  was  increased  from 
25,000,000  francs  to  50,000,000  francs.  The  provision 
was  then  first  introduced  that  the  circulation  in  excess 
of  275,000,000  francs  should  pay  a  tax  of  a  quarter  of  i 
per  cent  semiannually,  or  at  the  rate  of  one-half  of  i 
per  cent  a  year.  It  was  at  this  time  also  that  the  re- 
quirement was  first  imposed  that- the  profits  arising  from 
a  discount  rate  above  5  per  cent  should  go  into  the  pub- 
lic treasury.  The  life  of  the  Bank  was  extended  until 
January  i,  1903,  and  it  was  not  for  more  than  a  quarter 
of  a  century  that  the  question  of  the  relations  of  the 
Bank  to  the  State  and  the  public  again  came  under  gen- 
eral discussion. 

So  firmly  was  the  credit  of  the  Bank  established  after 
the  trial  of  the  war  between  France  and  Germany  that 
it  was  specially  stipulated  in  the  treaty  of  peace  between 
the  belligerent  countries  that  among  the  forms  of  pay- 
ment accepted  by  Germany  from  France  should  be  notes 
of  the  National  Bank  of  Belgium.  The  effect  of  this 
stipulation  upon  the  operations  of  the  Bank  was  thus  set 
forth  in  the  annual  report  for  1874:" 

"It  has  not  been  forgotten  that  the  treaty  of  Frank- 
fort, concluded  between  Germany  and  France,  stipulated 
for  the  admission  of  Belgian  bills  as  one  of  the  means  of 

a  Quoted  by  Noel,  I,  p.  511. 
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liquidation  of  the  war  indemnity.  This  striking  proof  of 
the  confidence  inspired  by  our  estabUshment  abroad, 
however  honorable  it  may  have  been,  was  not  without 
certain  inconveniences  for  Belgium.  It  provoked  natu- 
rally an  tmsought  extension  and  considerable  fluctuations 
in  our  credit  circulation.  The  redemption  and  reinstate- 
ment in  our  vaults  of  more  than  115,000,000  francs  of 
these  bills,  effected  within  a  space  of  five  months,  will 
permit  the  appreciation  of  the  importance  of  these  move- 
ments. One  of  the  oldest  and  most  powerful  financial 
institutions  of  Berlin  (the  Maritime  Commerce  Company) 
was  charged  by  the  German  Treasury  with  the  negotia- 
tion of  our  bills.  This  institution  made  overtures  to 
the  National  Bank  with  a  view  of  effecting  the  exchange 
under  the  most  advantageous  conditions.  We  did  not 
hesitate  to  extend  a  cooperation  entirely  disinterested, 
having  no  other  concern  than  to  guard  the  commerce 
and  industry  of  the  country  from  the  inconvenience  of 
sharp  variations  in  the  bank  reserve,  which  would  inevit- 
ably have  produced  considerable  exportations  of  the  pre- 
cious metals.  It  was  especially  by  means  of  the  pur- 
chase of  foreign  paper,  of  which  the  influence  can  be 
foimd  in  the  assets  of  the  Bank,  that  the  repayment  of  so 
considerable  a  sum  was  effected,  without  shock  and  with- 
out prejudice  to  the  country." 

The  increase  in  the  discounts  of  the  Bank  during  the 
two  years  1872  and  1873  showed  the  influence  of  these 
operations.  Total  discounts,  which  had  been  only  1,522,- 
000,000  francs  in  1871,  advanced  to  1,853,200,000  francs 
in  1872,  and  to  2,019,300,000  francs  ($389,000,000)  in 
1873.     The  increase  was  striking  in  the  number  of  bills 
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drawn  upon  Belgium,  but  was  more  notable  in  the  pro- 
portion of  foreign  bills  discounted,  which  increased  in 
amount  from  2,400,000  francs  in  1871  to  125,800,000  francs 
in  1872,  and  67,300,000  francs  in  1873.  The  amount  of 
this  foreign  paper  discounted  fell  off  in  1874  to  38,000,000 
francs,  only  to  increase  materially  a  few  years  later,  when 
the  policy  of  carrying  foreign  bills  in  the  reserve  was  per- 
manently adopted. 

In  anticipation  of  the  expiration  of  the  charter  in  1903, 
a  measure  was  prepared  by  M.  P.  de  Smet  de  Naeyer, 
Minister  of  Finance,  which  was  the  basis  of  the  law  finally 
enacted;  but  a  vigorous  and  prolonged  opposition  devel- 
oped from  the  benches  of  the  Socialist  party,  which  was 
represented  in  the  chambers  by  some  of  the  most  eminent 
and  learned  professors  of  political  economy  in  Belgium. 
The  project  of  the  Government,  making  moderate  changes 
in  the  charter,  was  presented  to  the  chambers  on  Decem- 
ber 22,  1898.  It  will  be  seen  in  the  sequel  that  while  the 
government's  project  became  law  without  modification 
and  did  not  change  the  essential  character  of  the  Bank, 
yet  the  influence  of  the  critical  attitude  assumed  toward 
corporate  property  was  shown  in  the  government  proj- 
ect itself  in  the  heavy  burdens  imposed  upon  the  Bank 
and  the  large  share  in  its  profits  attributed  to  the  State. 

Upon  several  important  questions  a  considerable  vote 
was  cast  for  the  amendment  of  the  government  measure. 
A  proposal  by  M.  Theodor,  in  the  Chamber  of  Deputies, 
that  the  Government  should  have  the  right  to  terminate 
the  charter  on  January  i,  1914,  if  a  preliminary  notice 
were  given  of  two  years,  received  25  votes,  with  73  votes 
in  the  negative."    Upon  two  amendments,  compelling 

o  Discussions  Parlementaires,  1900  (sitting  of  January  31,  1900),  p.  526. 
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the  Bank  to  advance  funds  to  the  Government  to  pro- 
mote small  agricultural  and  urban  credits,  the  vote  was 
much  closer.  The  amendment  of  M.  Theodor,  setting 
aside  20,000,000  francs  for  such  purposes,  failed  only  by 
a  vote  of  39  against  47;  while  that  of  M.  Delvaux,  author- 
izing the  Government  to  borrow  for  such  purposes  on 
treasury  bonds  to  an  amoimt  not  exceeding  3,000,000 
francs  a  year,  failed  by  38  votes  against  43. " 

When  the  vote  was  taken  on  February  15,  1900,  in  the 
Chamber  of  Deputies,  66  members  voted  for  the 
government  project,  29  voting  in  the  negative,  and  7 
abstaining  from  voting.  In  the  upper  chamber,  as  in 
1872,  the  debate  was  much  shorter  and  the  supporters 
of  the  Government  were  relatively  stronger.  The  bill 
passed  at  the  sitting  of  March  23,  1900,  by  a  vote  of  55 
in  the  affirmative,  2  in  the  negative,  and  5  abstaining 
from  voting — 4  upon  the  ground  of  participation  in  the 
ownership  or  management  of  the  Bank  and  i  upon  the 
ground  that  the  bill  did  not  embody  two  provisions  which 
he  considered  of  vital  importance. '' 

The  new  law,  which  was  proclaimed  by  King  Leopold 
on  March  26,  1900,  continued  the  life  of  the  Bank  until 
January  i,  1929,  and  made  no  change  in  the  amount  of 
the  capital.  The  most  important'  changes  made  were  in 
granting  a  larger  share  in  the  profits  of  the  Bank  to  the 
Government.  The  limit  of  untaxed  notes  was  left  tm- 
changed  at  275,000,000  francs,  in  spite  of  the  increase  in 
the  circulation,  from  about  200,000,000  francs  in  1870  to 
600,000,000  francs  in  1900. 

o  Discussions  Parlementaires,  1900,  pp.  684-686. 
6  Ibid.,  pp.  896-897. 
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THE  QUESTION  OF  A  STATE-OWNED   BANK. 

The  National  Bank  of  Belgium,  as  already  set  forth,  is 
a  joint-stock  company,  so  far  as  concerns  ownership,  but 
is  imder  the  direct  supervision  of  the  State.  It  was  de- 
clared by  Article  XXIV  of  the  law  of  1850,  which  is  still 
in  force: 

"Article  XXIV. 

"The  Government  has  the  right  to  control  all  opera- 
tions. It  shall  have  the  power  to  prevent  the  execution 
of  any  measure  which  shall  be  contrary  to  the  law,  to  the 
statutes,  or  to  the  interests  of  the  State." 

The  governor  is  appointed  by  the  King  for  five  years, 
and  may  be  reappointed.  The  six  directors,  who  consti- 
tute with  the  governor  the  active  administrative  council, 
are  chosen  in  general  meeting  of  the  shareholders,  and 
serve  for  six  years.  The"  Government  exercises  its  super- 
vision through  a  special  commissioner,  whose  compensa- 
tion is  fixed  by  the  Government  by  agreement  with  the 
Bank,  but  which  is  paid  by  the  Bank.  There  is  also  a 
council  of  censors,  consisting  of  seven  members,  elected 
by  the  shareholders,  and  performing  the  ftmctions  of 
auditors  and  supervisors. 

Thus,  while  a  firm  guiding  hand  is. kept  by  the  Govern- 
ment upon  the  National  Bank,  it  is  governed  in  its  com- 
mercial operations  by  ofl&cers  chosen  from  the  business 
community  and  in  accordance  with  the  demands  of  com- 
mercial conditions.  The  subject  was  discussed  at  con- 
siderable length  in  1899  whether  this  form  of  organiza- 
tion, similar  in  general  character  to  that  of  the  Banks  of 
France  and  Germany,  should  not  be  superseded  by  that 
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of  a  bank  owned  entirely  by  the  State.  On  the  very  day 
following  the  presentation  in  the  chambers  of  the  gov- 
ernment measure  for  the  renewal  of  the  charter,  Prof. 
Hector  Denis,  one  of  the  leading  professors  of  poUtical 
economy  in  Belgium  and  a  pronounced  advocate  of  state 
socialism,  submitted  a  proposal  that  there  should  be  a 
general  inquiry  into  the  operations  of  the  Bank  and 
other  banking  institutions  in  Belgium.  He  proposed  that 
the  inquiry  should  be  made  by  the  Superior  Council  of 
Industry  and  Commerce  and  should  deal  with  the  follow- 
ing subjects  :<* 

"On  the  actual  conditions  and  degree  of  development 
which  has  been  attained  in  Belgium  by  credit,  and  espe- 
cially commercial  credit  in  all  its  forms. 

"On  the  part  in  this  which  has  been  taken  by  the 
National  Bank. 

"On  the  independent  institutions  which  are  interested 
therein  and  their  relations  with  the  National  Bank. 

"  On  the  reforms  which  experience  and  science  will  per- 
mit to  be  introduced  into  Belgium,  in  the  interest  of  the 
general  body  of  merchants  and  producers  of  the  country 
and  in  the  interest  of  the  State,  in  the  organization  and 
development  of  credit  and  of  circulation,  and  in  the  oper- 
ations of  a  bank  of  issue. 

"On  the  extension  of  perfected  modes  of  collection, 
payment,  transfer,  and  clearing,  which  will  save  or  render 
uimecessary  in  the  future  the  employment  of  metallic 
money. 

"  On  the  means  of  preventing  or  ameliorating  monetary 
crises. 

"  Documents  Parlementaires:  1900,  pp.  97-98. 
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"On  the  maintenance  of  the  privilege  accorded  to  the 
National  Bank  or  on  the  reforms  which  should,  in  the 
interest  of  commerce,  of  the  public,  and  of  the  State,  be 
introduced  'into  the  legal  constitution,  the  organization, 
the  services,  and  the  operation  of  said  Bank  and  its 
branches,  and  its  relations  with  other  Belgian  institu- 
tions, with  the  Government,  or  with  foreign  banks." 

This  inquiry  was  vigorously  opposed  by  the  represen- 
tatives of  the  Government  in  the  chamber  as  involving 
unnecessary  delay  and  as  entirely  uncalled  for  by  condi- 
tions prevaiUng  in  Belgium.  The  memorandum  sub- 
mitted by  M.  Denis  quoted  Professor  Nasse,  of  the  Uni- 
versity of  Bonn,  as  declaring  that  "for  a  long  time  the 
issue  of  bank  notes  was  a  private  banking  operation  in 
the  same  manner  as  the  creation  of  bills  of  exchange, 
and  that  it  was  only  little  by  little  that  the  bank  note 
assmned  the  character  of  money  which  it  now  possessed. 
At  the  present  time,  since  the  pubHc  character  of  the 
issue  of  bank  notes  is  recognized,  one  is  guilty  of  an 
inconsistency  in  confiding  this  public  service  to  a  private 
corporation."  After  quoting  these  words.  Professor  Ddnis 
summed  up  his  memorandum  with  this  declaration:" 

"And  if  he  speaks  truly,  the  nation  which  has  suc- 
ceeded in  creating  the  Union  of  Credit  and  which  has 
solved  the  problem  of  the  savings  bank  more  threatened, 
perhaps,  in  the  past  with  abuses  by  the  State  than  bank- 
ing itself,  is  that  nation  powerless  to  realize  scientifically, 
and  to  eliminate  all  abuses  from  it,  the  system  of  a  state 
bank?  Even  if,  while  recognized  as  sound  and  attain- 
able, it  may  not  perhaps  be  the  work  of  a  single  day,  the 
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influence  of  an  inquiry  will  yet  inoculate  the  public  mind 
with  the  necessity  of  preparing  for  it  by  a  normal  and 
organic  evolution  and  of  giving  it  the  imprint  of  our 
national  genius." 

Against  this  demand  for  a  state-owned  bank,  which  was 
supported  by  arguments  going  to  show  the  profits  made  by 
the  National  Bank,  the  central  section  of  the  Chamber  of 
Deputies  made  a  report  through  M.  Delbeke  on  June 
29,  1899,  which  took  up  most  of  these  points.  It  opposed 
the  inquiry  demanded  by  M.  Denis  upon  the  grotmd  that 
no  complaint  had  been  made  against  the  organization  of 
the  Bank  or  its  operation,  neither  on  the  part  of  com- 
merce, of  industry,  of  finance,  of  borrowers,  by  organized 
bodies,  nor  in  the  press.  The  National  Bank,  it  was  de- 
clared, is  alone,  perhaps,  in  presenting  this  phenomenon; 
in  a  country  where  everybody  complains  no  one  complains 
of  it.  On  the  contrary,  the  Union  of  Credit  and  the  popu- 
lar banks  have  inscribed  in  their  reports  the  expression  of 
their  satisfaction  and  of  their  gratitude." 

It  was  declared  by  M.  Delbeke  that  the  expression  "a 
bank  of  state,"  did  not  convey  the  idea  of  a  clearly  defined 
type.  In  certain  respects  the  National  Bank  of  Belgium 
might  be  called  a  state  bank,  since  the  State  named  and 
removed  its  chief  officers,  controlled  its  management  by  a 
commissioner,  and  was  required  to  approve  the  most 
important  of  its  acts.  The  real  question  was  reduced, 
therefore,  to  the  abolition  of  the  capital  furnished  by  indi- 
viduals. The  majority  of  the  section  for  which  M.  Delbeke 
was  reporting  declared  themselves  opponents  of  the  theory 
of  complete  state  control,  because  they  considered  that  the 
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State,  already  a  bad  manufactturer  and  a  bad  merchant, 
would  prove  a  still  worse  financier.  It  was  not  a  question 
whether  a  state  bank  was  possible,  but  whether  its  man- 
agement would  be  better  than  one  under  private  initiative, 
guided  by  self-interest  and  controlled  by  the  public  powers. 
Upon  this  point  M.  Delbeke  continued:  " 

"The  answer  can  not  be  doubtful  when  one  considers 
the  grave  inconveniences  in  the  management  of  general 
credit  which  would  be  presented  by  the  constant  intrusion 
of  political  considerations.  The  discoimts,  the  credit  to 
be  granted  to  this  or  that  person,  to  this  or  that  class,  the 
collateral  to  be  waived  or  required  for  such  a  group  of 
citizens,  the  advances  in  mass  to  be  made  to  this  or  that 
element  of  the  population — all  these  would  become  the 
clubs  of  election  day.  It  would  be  discussed  in  the  cam- 
paign and  would  form  the  object  of  pledges  taken  by  can- 
didates elected  and  even  of  imperative  restrictions.  Is  it 
necessary  to  add  that  these  questions  would  be  determined 
under  the  single  impulse  of  appetite  and  in  absolute  con- 
tempt of  economic  laws  and  of  the  necessities  of  credit  and 
of  the  circulation?  One  would  thus  find  created  and 
steadily  growing  an  electoral  scourge  till  now  unknown. 

"  An  example  is  furnished  even  this  year  in  Germany  by 
the  debates  on  the  renewal  of  the  monopoly  of  the  Bank 
of  the  Empire  which  gives  visible  form,  even  to  the  least 
clear-sighted,  to  this  great  danger.  The  suppression  of 
the  private  capital  has  been  demanded  there  with  ardor  by 
the  agrarians  and  not  by  the  socialists,  who,  contrary  to 
the  policy  of  the  socialists  of  Belgium,  have  energetically 
demanded  its  continuance.     The  agrarians  wish  to  render 
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the  State  master  of  the  Bank,  because  they  are  to-day  mas- 
ters of  the  State.  If  the  State  becomes  master  of  the 
Bank  of  the  Empire,  the  agrarians  hope  that  nothing  can 
longer  prevent  them  from  compeUing  the  State  to  employ 
the  funds  of  the  Bank  in  the  execution  of  their  programme. 
It  is  important  to  place  the  central  organism  of  credit 
aloof  from  such  assaults,  under  which  it  would  not  fail  to 
succumb,  dragging  down  with  it  public  prosperity. 

"It  is  a  common  error  to  believe  that  the  State  alone 
gives  solidity  to  a  bank  of  issue,  that  the  credit  of  the 
State  is  the  sole  origin  of  the. credit  of  the  Bank  and  of  its 
notes,  and  that,  in  consequence,  it  can  not  be  dispensed 
with.  History  proves  that  governments  have  been  saved 
by  the  credit  of  the  chartered  bank  and  that  the  credit 
circulation  has  remained  intact,  thanks  to  its  private 
origin,  in.  the  midst  of  the  crash  of  the  credit  of  the  State. 
'  The  Bank  of  France  saved  us,'  said  M.  Thiers,  '  because 
it  was  not  a  bank  of  state.'  During  the  war  of  1870,  says 
a  leading  unsigned  article  in  the  '  Journal  des  Debats '  of 
July  2,  1895,  the  securities  of  the  State  had  fallen  from 
72  per  cent  to  50  per  cent,  while  the  note  of  the  Bank  of 
France,  bearing  the  signature  of  a  private  establishment, 
had  lost  almost  none  of  its  value. 

"Is  it  necessary  to  point  out,  among  so  many  other 
dangers,  the  danger  in  the  liberty  given  to  governments  to 
draw  upon  the  resources  of  the  bank  of  issue — the  irre- 
sistible temptation  to  inflate  the  credit  circulation  and  to 
transform  the  bank  note  into  paper  money  and  ultimately 
into  the  assignat?  It  is  vain  to  pretend  that  this  tempta- 
tion is  not  irresistible.  The  facts  show  it  to  be  such.  In 
vain  is  it  answered,  that  even  private  banks,  like  those  of 
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Spain  and  Portugal,  have  not  had  the  virtue  to  resist  the 
solicitations  of  the  treasury  in  extremity.  The  real  point 
is  whether  the  credit  of  these  nations  would  not  have 
fallen  even  lower  with  banks  of  state.  In  vain  is  it  said 
that  private  interest  in  its  turn  will  drive  the  banks  into 
complacency  toward  the  State.  In  private  banks  of 
issue  this  private  interest  finds  in  itself  an  insurmountable 
limit  to  its  complacencies." 

Turning  to  the  point  that  all  the  profits  now  going  to 
private  owners  could  be  converted  into  reductions  of  the 
rate  of  discount  to  borrowers,  so  as  to  reahze  the  opti- 
mistic dream  of  an  interest  rate  of  one-tenth  of  i  per 
cent,  M.  Delbeke  inquired  how  it  would  be  possible  with 
such  a  rate  to  prevent  the  commercial  paper  of  the  world 
pouring  into  the  Bank  and  exhausting  its  resources.  The 
state  bank,  moreover,  however  ably  managed,  would  not 
be  able  to  act  with  the  promptness  of  a  private  bank  in 
great  emergencies.  Referring  to  the  suspension  of  a 
banking  house  at  Brussels  a  few  years  before,  it  was 
recounted  how  several  millions  had  been  obtained  within 
an  hour  from  the  National  Bank.  "If  I  had  had  to  deal 
with  a  bank  of  state,"  said  the  narrator,  "I  would  not 
have  dared  to  make  the  application,  because  it  would 
have  involved  sums  belonging  to  the  treasiuy.  Moreover, 
I  would  not  have  been  able  to  do  it  without  the  interven- 
tion of  the  legislature;  and  before  the  chambers  had  acted 
the  catastrophe  would  have  taken  place." 

In  view  of  these  considerations  and  others  which  were 
invoked,  the  central  section  declared  that  the  system 
already  in  operation  afforded  the  advantages  and  assur- 
ances of  private  initiative  at  the  same  time  as  the  guaran- 
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tees  of  intervention  and  control  by  the  State,  and  was  thus 
in  accord,  not  only  with  the  suggestions  of  wise  and  prac- 
tical policy,  but  with  the  latest  conclusions  of  financial 
science." 

Their  attitude  was  sustained  in  the  Chamber  of  Deputies 
by  a  large  majority.  Professor  Denis  crystallized  the 
movement  for  a  state-owned  bank  by  a  proposed  amend- 
ment to  the  government  measure,  which  gave  to  the  bank 
an  independent  legal  personality,  but  proposed  that  the 
capital  should  be  provided  by  the  State  in  the  form  of 
3  per  cent  rentes,  which  should  not  bear  interest  while 
in  possession  of  the  bank.  The  Uabilities  of  the  bank,  in 
case  of  liquidation  with  impaired  assets,  were  to  be  met 
by  the  State.  The  council  of  administration  was  to  be 
named  by  the  King,  the  college  of  censors  by  the  chambers, 
half  to  be  chosen  from  lists  submitted  by  the  Superior 
Council  of  Commerce  and  Industry.  This  proposal  was 
rejected,  23  to  72,  with  one  member  abstaining.* 

In  the  Senate  report  also  the  project  of  a  state-owned 
bank  was  severely  criticised.  Among  the  reasons  set 
forth  for  opposing  such  a  new  departure  were  these:" 

"There  is  first,  the  confusion  of  pubhc  and  private 
credit,  to  the  great  damage  of  each;  for  they  ought  to 
jremain  distinct,  for  their  respective  good  and  for  the 
mutual  assistance  which  they  are  at  times  called  upon  to 
lend  to  each  other.  Further,  there  is  the  acceptance  by 
the  State  of  a  task — the  task  of  discounting — which  is 
not  within  its  competence  and  of  which,  even  with  the 
best  of  will,  it  will  acquit  itself  badly.     It  is  neither  wise 

o  Documents  Parlementaires:  1900,  pp.  121-126. 

&  Discussions  Parlementaires:  1900,  p.  464. 

"  Documents  Parlementaires:  1900,  pp.  341-344. 
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nor  practicable  to  suppress  the  legitimate  stimulus  of 
private  interest  in  such  affairs  as  discount.  It  must  not 
be  believed  that  in  such  a  matter  disinterestedness  alone 
suffices  or  can  afford  a  better  guide  than  the  foresight  of 
those  who  run  the  risks  and  reap  the  benefits  of  such 
operations.    *    *    * 

"The  bank  of  state  has  been  represented  as  a  means  of 
ftumishing  credit  to  a  greater  number  of  persons,  as  a 
means  of  popularizing  credit  (democratiser  le  credit) .  It 
is  possible  to  imagine  a  bank  of  Providence,  distributing 
capital  to  every  applicant  without  adequate  guaranties; 
but  such  an  organism  is  the  negation  of  the  conditions 
upon  which  the  problem  of  credit  rests  and  ought  to  be 
solved.  It  would  involve  within  a  brief  interval  filling 
the  assets  with  impaired  securities,  the  ruin  of  the  bank, 
and  the  demoralization  of  credit  itself. 

"Others  see  in  a  bank  of  state  a  means  of  procuring 
discount  at  the  lowest  possible  price  for  all,  at  '  the  price 
of  retvun,'  as  has  been  said — indicating  by  that  the  cost 
of  administration  "and  a  premium  against  risks.  But  this 
is  a  mistmderstanding  of  the  factors  by  which  the  market 
for  money  is  governed,  independent  of  the  institution 
which  grants  discount,  whether  that  be  a  bank  of  state  or 
a  private  bank.  The  first  is  no  more  capable  of  reducing 
the  rate  of  discount  than  the  second.  One  does  not  find, 
indeed,  that  banks  of  state  acquit  themselves  of  this 
function  better  than  others — witness  the  Imperial  Bank 
of  Russia,  which  in  the  month  of  December  last  recorded 
a  rate  of  7  per  cent — unless  one  wishes  to  fix  rates  arti- 
ficially low,  surrendering  the  resources  of  the  bank  to  the 
assaults  of  bad  paper  within  and  pillage  from  without! 
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But  this  again  means  ruin  and  demoralization  by  another 
road." 

In  the  Senate  the  debate  on  the  articles  of  the  new  law 
was  brief  and  no  amendment  was  offered  to  change  the 
fundamental  character  of  the  Bank. 

CHARACTER  OP  BUSINESS  PERMITTED  AND  FORBIDDEN. 

The  fundamental  principles  upon  which  a  bank  of  issue 
should  be  based,  as  set  forth  by  M.  Fr^re-Orban  in  pro- 
posing the  charter  of  the  National  Bank  in  1850,  were  as 
follows :  ° 

"A  bank  ought  to  devote  itself  only  to  operations  which 
are  certain.  It  should  be  able  always  to  meet  its  engage^- 
ments.  It  should  be  in  a  degree  infallible.  Every  enter- 
'  prise  or  form  of  commerce  of  a  nature  to  impair  its  credit 
ought  to  be  carefully  avoided.  It  ought  not  to  lock  up 
its  capital.  It  ought  not  to  borrow,  but  should  operate 
with  its  own  resources.  It  should  not  carry  on  industry, 
but  it  ought  to  be  impartial  and  to  discount  paper  which 
embodies  the  required  conditions.  It  ought  to  stand  as 
intermediary  between  the  capitalist  and  the  producer,  to 
distribute  capital  with  justice  and  liberality  through  all 
parts  of  the  body  corporate." 

Significant  of  the  determination  to  adhere  to  these , 
principles  are  the  restrictions  imposed  upon  the  character 
of  investments  allowed  to  the  National  Bank.  It  is  in 
these  restrictions  that  the  charter  shows  the  influence  of 
the  difficulties  which  were  encountered  by  the  Bank  of 
Belgium  and  the  Soci^t^  G&^rale  in  attempting  to  main- 
tain a  note  issue  on  the  basis  of  general  financial  opera- 

"  Documents  Parlementaires:  1900,  p.  400. 
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tions.  Article  VIII  of  the  law  of  May  5,  1850,  confined 
the  Bank  to  strictly  commercial  operations — that  is,  to 
investments  in  commercial  paper  and  bills  of  exchange. 
The  Bank  was  indeed,  by  this  article,  authorized  to  make 
advances  in  current  account  or  for  short  terms  on  deposits 
of  national  securities  or  other  securities  guaranteed  by  the 
State,  but  even  this  moderate  privilege  of  tying  up  assets 
in  securities  representing  fixed  capital  was  to  be  confined 
"within  Umits  and  conditions  to  be  fixed  periodically  by 
the  administration  of  the  Bank,  jointly  with  the  coimcil 
of  censors  and  the  approval  of  the  Minister  of  Finance." 
Apart  from  this  restricted  power  to  invest  in  securities 
and  the  broader  power  to  invest  in  commercial  paper,  the 
Bank  was  authorized  by  Article  VIII  to  engage  only  in 
those  operations  which  are  a  usual  prerogative  of  commer- 
cial banks  and  do  not  involve  the  risk  of  locking  up  assets — 
transactions  in  gold  and  silver;  the  collection  of  commer- 
cial paper  for  cUents;  the  acceptance  of  deposits;  and  the 
holding  of  securities,  precious  metals,  and  money  on 
deposit  and  trust. 

All  other  classes  of  operations  were  prohibited  to  the 
Bank.  These  prohibitions  were  specially  enumerated  in 
Article  IX  of  the  law  of  1850.  The  Bank  could  neither 
borrow  nor  make  loans  on  mortgages  nor  on  the  deposit  of 
industrial  shares.  It  could  not  lend  on  its  own  shares  nor 
buy  them.  It  was  not  permitted  to  take  part,  directly 
or  indirectly,  in  industrial  enterprises,  to  engage  in  any 
form  of  commerce  except  that  in  gold  and  silver,  or  to 
acquire  any  real  property  except  such  as  might  be  strictly 
required  for  its  offices  and  necessary  business. 

To  these  restrictions  the  Bank  has  been  strictly  held. 
Indeed,  so  rigid  was  the  interpretation  put  upon  its  powers 
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that  at  the  time  of  the  revision  of  the  charter  in  1872  the 
central  committee  of  the  Chamber  of  Deputies  in- 
quired of  the  Government  whether  it  was  true  that  the 
Bank  was  refusing  to  discount  paper  based  upon  pur- 
chases of  material.  In  replying  to  this  inquiry,  the  Gov- 
ernment submitted  a  circular  issued  by  the  Bank  under 
date  of  January  21,  1862,  which  recommended  to  the 
discount  ofl&ces  to  refuse  paper  coming  under  the  following 
heads :  ° 

"I.  Bills  arising  from  payment  for  real  estate  or  which 
have  their  origin  in  real  estate  transactions. 

"  II.  Promissory  notes  or  bills  to  order  signed  by  indi- 
viduals who  are  not  merchants  nor  manufacturers,  even 
when  such  bills  are  presented  by  bankers  or  brokers. 

"III.  Bills  evidently  having  their  origin  in  the  con- 
struction or  enlargement  of  mills  or  their  equipment,  the 
execution  of  public  works,  or  any  other  investment  in 
fixed  capital  (immobilisation  de  capital) . 

"IV.  Bills  signed  for  investing  the  proceeds  in  indus- 
trial corporations  or  for  the  purchase  of  shares  in  such  cor- 
porations. 

"V.  Finally,  bills  signed  for  the  renewal  of  others  which 
have  matured  or  are  about  to  mature." 

In  explaining  the  apphcation  of  this  circular,  the  cen- 
tral committee  which  was  reporting  on  the  renewal  of  the 
charter  said: 

"The  somewhat  too  general  terms  of  the  third  provision 
have  led  to  some  misapprehension  upon  the  extent  of  the 
restriction.  The  Bank  has  never  applied  this  requirement 
in  the  sense  that  the  manufacturer  of  machinery,  for 
instance,  who  deals  with  a  manufacturer  for  the  materials 

»  Documents  Officiels:  1872,  p.  81. 
39 


National    Monetary     Commission 

which  are  furnished  to  him,  can  not  discount  his  draft.  This 
constitutes  a  commercial  sale  which  falls  within  the  opera- 
tions of  the  Bank;  but  it  would  be  otherwise  if,  instead  of 
having  recourse  to  the  Bank  to  discount  paper  which  rep- 
resented a  transaction  already  made,  it  was  sought  to 
obtain  the  credit  necessary  for  the  building  or  enlargement 
of  factories.  This  would  coiustitute  an  operation  of  part- 
nership which  would  fall  outside  the  scope  of  the  affairs  of 
a  bank  of  issue.  Thus  understood,  the  decision  of  the 
Bank  appears  to  be  beyond  criticism." 

The  only  change  made  in  these  practices  by  the  law  of 
March  26,  1900,  was  the  addition  of  a  provision  bringing 
certain  agricultural  transactions  within  the  definition  of 
acts  of  commerce.  It  was  provided  by  Article  XI  of  the 
new  law  as  follows: 

"There  shall  be  considered  as  operations  of  commerce 
under  the  terms  of  Article  VIII,  section  i,  of  the  law  of 
May  5,  1850,  purchases  and  sales  made  by  farmers  and 
to  them  of  cattle,  agricultural  implements,  fertilizers, 
seed,  crops,  and  generally  merchandise  and  supplies 
relating  to  the  exercise  of  their  industry." 

The  usual  provisions  are  made,  however,  in  regard  to 
real  estate  or  mortgages  taken  as  security  for  loans  which 
are  found  to  be  unsotmd.  Article  XXXIX  of  the  stat- 
utes of  1900  is  as  follows: 

"The  Bank  may  accept  by  way  of  a  pledge,  mortgage, 
or  secvirity  real  estate  and  other  property  to  protect  obli- 
gations which  are  doubtful  or  overdue.  Such  real  estate 
and  property  must  be  alienated  within  a  period  of  two 
years,  unless  the  Minister  of  Finance  grants  a  longer 
term." 
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The  statutes  of  the  Bank  defined  more  particularly 
the  character  of  the  paper  to  be  discounted  and  the  terms 
of  discount.  The  language  of  the  law,  "securities  easily 
convertible,"  is  supplemented  by  the  following  provisions 
of  Article  XXVI  of  the  statutes: 

"There  shall  be  discounted  only  commercial  paper  to 
order,  stamped,  based  upon  an  actual  operation  (ayant 
ime  cause  rdelle)  maturing  in  not  more  than  one  hundred 
days  and  guaranteed  by  three  solvent  signatures." 

Two  exceptions  are  made  to  the  rule  of  three  signatures. 
The  first  declares  that  commercial  paper  with  two  sig- 
natures may  be  admitted  in  such  manner  and  under  such 
conditions  as  may  be  determined  by  rules  framed  by  the 
general  council  and  approved  by  the  Minister  of  Finance. 
The  second  provides  that  a  pledge  in  the  form  of  a  war- 
rant or  merchandise,  sufficient  to  meet  the  whole' of  the 
credit,  may^  take  the  place  of  two  of  the  signatures.  The 
three  articles  approved  by  the  Minister  of  Finance  con- 
cerning admission  of  paper  with  two  signatures  are  as 
follows : 

"I.  The  Bank  does  not  accept  paper  with  two  signa- 
tures coming  from  agencies;  but  the  signatures  of  the 
comptoir  (or  discount  office)  may  constitute  the  third 
signature. 

"II.  In  the  case  of  signatures  coming  from  a  branch, 
the  Bank  accepts  only  those  of  persons  borne  on  the  list 
prepared  each  year  by  the  council  of  administration  of 
the  Bank  upon  the  proposal  of  the  administration  of  the 
branch,  including  the  discount  committee. 

"The  administrators  of  a  branch  do  not  accept  paper 
with  two  signatures,  when  there  is  opposition  on  the  part 
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of  one  of  them,  without  referring  it  to  the  council  of  ad- 
ministration of  the  Bank. 

"  III.  Paper  with  two  signatures  presented  at  Brussels 
shall  be  accepted  only  if  the  directors  are  unanimous  or 
if  the  opposition  does  not  represent  a  third  of  those  vot- 
ing, and,  in  the  absence  of  tmanimity,  upon  the  condi- 
tion that  the  discount  committee  has  not  been  tmfavor- 
able  to  the  acceptance  of  the  paper." 

The  system  pursued  in  discounting  paper  approved  by 
a  discount  office  at  the  same  rate  of  discount  as  that  hav- 
ing three  signatures  differs  in  some  respects  from  the  sys- 
tem at  other  Evu*opean  banks,  where  merchants  often 
obtain  the  three  signatures  required  by  the  payment  of 
a  commission  to  a  banker. 

A  significant  indication  of  the  tendency  to  persuade 
banks  of  issue  to  accept  securities  other  than  those  grow- 
ing out  of  actual  commercial  operations  was  afforded  by 
the  debate  in  the  Chamber  of  Deputies  on  the  renewal 
of  the  charter  in  1900.  The  contest  made  by  M.  de 
Somzde  turned  nominally  upon  the  question  of  three 
signatiures,  but  much  of  this  argument  was  directed  to 
the  contention  that  paper  which  was  discotmted  might 
be  based  upon  the  deposit  of  securities.  M.  de  Somz^e 
declared  that  under  the  existing  policy  the  third  signa- 
ture was  usually  that  of  a  banker  who  was  in  effect  only 
an  intermediary  between  the  maker  of  the  paper  and  the 
National  Bank.  The  bankers  who  lent  their  aid  with  the 
National  Bank  considered  two  signatures  sufficient  to  pro- 
tect them  against  loss.  Hence  they  gathered  the  profits 
of  their  intervention  in  some  measure  without  risk,  and 
thus  absorbed  uselessly  a  part  of  the  profits  of  the  manu- 
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fax:turer,  the  merchant,  and  the  laborer.  The  figure  of 
18,000,000  francs  had  been  cited  as  the  amount  of  prof- 
its made  annually  by  bankers  simply  by  giving  their  sig- 
natures, but  this  calculation  did  not  apparently  include 
the  exactions  arising  from  emergencies  and  caprice,  by 
which  the  bankers  maintained  their  domination  over 
at  least  a  part  of  their  clientele,  often  the  least  favored 
by  fortune  and  the  most  numerous.  It  was  charged  by 
M.  de  Somz^e  that  the  requirement  of  three  signatures 
was  only  too  often  exercised  in  favor  of  certain  merchants 
and  manufacturers  favored  by  the  private  banks,  who 
considered  only  their  own  interest  and  preferences. 

It  was  declared  that  nothing  was  easier  than  to  abandon 
the  requirement  of  the  third  signature.  The  National 
Eank,  through  its  numerous  branches,  was  able  to  be  as 
well  informed  as  the  private  banks.  If  the  principle  of 
two  signatures  was  admitted,  it  would  involve,  evidently, 
not  the  acceptance  exclusively  of  public  funds,  but  also 
mortgage  obligations  and  deposits  of  industrial  securities, 
which  should  be  accepted  according  to  a  method  to  be 
prescribed  in  the  regulations  reorganizing  the  operations 
of  the  Bourse.  Such  securities  should  have  been  quoted 
during  a  period  of  at  least  two  or  three  years,  and  should 
be  admitted  at  a  rate  which  should  not  be  less  than  50 
per  cent,  for  instance,  of  the  quotation  corresponding  to 
an  average  taken  during  this  entire  period.  It  was  sug- 
gested by  M.  de  Somzde  that  if  the  third  signature  was  no 
longer  required,  the  bank  might  collect  a  small  commission 
supplementary  to  the  regular  discount  rate,  and  from  the 
amount  thus  collected  create  an  insurance  ftmd  to  cover 
possible  losses.     At  the  end  of  several  years,  if  this  fund 
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attained  an  amount  considered  by  the  Government  to  be 
sufficient,  the  excess  might  be  covered  into  the  ftmds  for 
old-age  pensions  or  laborers'  insurance." 

The  proposals  of  M.  de  Somzde  were  not  acceptable  to 
the  Government.  It  was  pointed  out,  in  the  elaborate 
report  made  to  the  Senate  by  the  committee  on  finance 
and  public  works  by  the  Chevaher  Descamps,  that  the 
real  point  of  the  amendment  was  to  make  discotmt  with 
two  signatures  under  certain  conditions  obUgatory. 
Otherwise  it  would  have  no  point,  because  the  government 
of  the  Bank  already  had  the  authority  to  discount  paper 
with  only  two  signatures  when  it  was  acceptable.  M.  de 
Somz6e  also  ran  the  risk  of  injuring  those  whom  he 
wished  to  serve  by  exposing  them  to  the  rejection  of  paper 
which,  if  it  bore  a  third  signatiure,  might  be  accepted. 
Finally  the  standard  of  security  proposed  for  the  admis- 
sion of  paper  of  two  signatures  was  far  from  being  irre- 
proachable in  itself  from  the  point  of  view  of  the  require- 
ments imposed  upon  a  bank  of  issue.  ^ 

VOLUME   AND   CHARACTER   OK  DISCOUNTS. 

The  volume  of  domestic  discounts  has  tended  to  increase 
at  the  National  Bank  of  Belgium  in  spite  of  the  competi- 
tion of  the  joint-stock  banks.  The  foreign  bills  dis- 
counted have  increased  in  proportion  to  the  domestic  bills, 
as  is  set  forth  under  the  discussion  in  regard  to  the  em- 
ployment of  foreign  bills  in  the  reserve.  The  Hmitation 
of  the  business  of  the  Bank  to  commercial  discotmts,  with 
only  slight  exceptions  for  loans  on  treasury  bonds  and 

o  Discussions  Parlementaires:  1900,  pp.  333-337. 
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advances  on  public  funds,  makes  the  classification  of  the 
loans  comparatively  simple.  The  following  table  shows 
the  total  number  of  pieces  of  paper  discounted  and  the 
total  amount,  for  representative  years,  with  the  domestic 
discounts  separately  stated: 

Volume  of  discounts 


Year. 


Total  discounts. 


Pieces 
discounted. 


Domestic  discounts. 


Pieces 
discounted. 


1851. 
1855- 
1S60. 
iS6s- 
Jt870. 
1871. 
-1872. 
1873- 
1875- 
t88o. 
i885_ 
1890. 
1895- 
1900- 
I90l_ 
I902_ 
1903- 
1904- 
190S- 
■1906- 
1907. 
1908. 


170,39s 
382,831 
80s, 109 
1, 064, 2&1 
i, 153,032 
1,311,569 
1,444,178 
1,628,979 
a, 206, 651 
2, 736, 174 
3,095,360 
3, 206,579 
3, 797,627 
3,892,835 
3,974,785 
4,007, 183 
4,094, IIS 
4, 224, 278 
4,410,492 
4,500,939 
4,450,433 


Francs. 
1S6, 200, 000 
484, 600, 000 
757, 600, 000 
898, 100, 000 
I, 337, 000, 000 
1, 522, 000, 000 
1, 853, 200, 000 
2, 019, 300, 000 
L, 916, 900, 000 
^, 994, 600, 000 
2, 088, 600, 000 
2,355.514,327 
i:,  894,  249,  929 
3,442,889,  721 
3,370,838,904 
3, 428, 962, 667 
3,635,330.287 
3,603, 115, 198 
3,861,905,820 
4,255,516,809 
4,449,748,475 
4,362,485,297 


157,578 
380,  237 
804,037 
1,052, 792 
i, 152,894 
1,304,969 
1,442,340 
1, 62s, 820 

a, 183,914 
2, 716, 208 
3,079. 937 
3,182,551 
3,776,123 
3,869,987 
3,951,190 
3,984,794 
4, 071, 016 
4, 200, 269 
4,388.858 
4,481,032 
4,  426,  649 


Francs. 
81, 400, 000 
358, 000, 000 
729, 500, 000 
816, 400, 000 
1, 205, 100, 000 
1, 519, 600, 000 
^, 727, 400, 000 
1, 952, 000, 000 
1, 832, 100, 000 
1. 647, 000, 000 
1, 666, 200, 000 
1,958,620,883 
.=  ,  168.085,897 
ij,  749,  708,  627 
2,551,426,453 
2, 616, 742, 522 
2,882,497,681 
2,855.435,893 
3.082,823, 161 
3.405,998, 103 
3,525, 125. 142 
3.055,895, 288 


The  Belgian  paper  discounted  by  the  National  Bank 
consists  chiefly  of  two  classes — accepted  paper  and  non- 
accepted  paper  and  promissory  notes.  In  addition  to 
these  two  principal  classes,  however,  there  are  some  oper- 
ations, in  purchase  and  sale,  loans  upon  warrants,  and 
loans  upon  treasury  bonds.     The  accepted  paper  plays 


45 


National    Monetary     Commission 

usually  the  largest  part  in  the  amount  of  discounts,  but 
as  it  represents  much  larger  transactions  than  the  imac- 
cepted  the  number  of  such  transactions  is  less.  As 
acceptances  are  in  vogue  to  only  a  limited  extent  in  the 
United  States,  it  may  throw  Ught  on  their  character  to 
quote  here  the  definition  of  acceptance  given  in  a  French 
dictionary  of  commerce  and  based  upon  the  French  com- 
mercial code.     This  definition  is  as  follows :  " 

"Acceptance. — This  is  the  act  by  which  the  person 
drawn  upon  engages  to  pay  the  amount  of  a  letter  of  ex- 
change to  the  person  who  may  be  at  maturity  the  regular 
holder  of  such  letter.  It  is  accomplished  by  the  indorse- 
ment on  the  letter  of  exchange  made  by  the  drawee  of  his 
signature,  preceded  or  not  with  the  word  '  accepted '  (art. 
122).  Acceptance,  besides  the  general  conditions  rela- 
tive to  consent,  must  be  the  work  of  a  person  capable  of 
obUgating  himself  by  a  letter  of  exchange.  It  may  be 
partial,  but  not  conditional  (art.  124).  Its  effect  is  to 
create  an  obhgation  on  the  part  of  the  drawee  toward 
the  holder  at  maturity,  with  all  the  consequences  attached 
by  law  to  obHgations  arising  from  a  letter  of  exchange." — 
Commercial  Code,  arts.  1 18-125. 

The  emplojmient  of  accepted  paper  is  a  common  feature 
of  European  banking,  because  the  fact  of  acceptance  gives 
it  a  better  standing  and  more  ready  convertibility.  Hence, 
as  stated,  accepted  paper  has  usually  exceeded  the  non- 
accepted  paper  in  the  transactions  of  the  National  Bank  of 
Belgium,  although  the  imaccepted  has  represented  a 
much  larger  number  of  pieces.     The  ratio  of  accepted 

o  Dictionnaire  du  Commerce,  de  1' Industrie  et  de  la  Banque:  Yves 
Guyot  et  A.  RafEalovich,  I.,  p.  22. 
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and  nonaccepted  paper  drawn  upon  Belgium  for  represent- 
ative years  appears  in  the  following  table : 

Character  of  paper  discounted. 


Year. 


189a. 
189?. 
1900. 
1904, 
1965 
1906 
1907 
1908 


Accepted  paper. 


Number. 


494. 793 
S04, 198 
532.419 
538,145 
551.077 
583.815 
592.371 
576,805 


Amount. 


FrafKs. 
$126,542,  297 
',145.970,512 
1,441,732,237 
i, 238,316,365 
1,335,946.216 
I. 517. 385. 827 
'.595.977, 459 
1,259,  104, 156 


Nonaccepted  paper  and 
promissory  notes. 


Number. 


2,499,844 
2,913, 567 
3, 242, 271 
3,530,028 
3,646, 804 
3,801, 144 
3,885,186 
3,846,641 


Francs. 
762, 891, 500 
887, 720,956 
I, 120, 008, 311 
1,092, 763.036 
1,136,170,455 
I, 246, 208,350 
i. 302, 572, 748 
r, 245, X46, 069 


The  average  value  of  accepted  paper  per  piece  differs 
widely  from  that  of  nonaccepted,  because  the  former  comes 
largely  from  responsible  houses  engaged  in  foreign  trade 
and  the  latter  includes  many  small  discounts  granted 
to  retail  tradesmen.  Thus  the  average  for  the  accepted 
paper,  largely  consisting  of  foreign  bills,  ranges  between 
$400  and  $500,  while  for  the  nonaccepted  paper  the 
average  value  is  nearer  |6o.  The  variations  from  year 
to  year  in  the  average  value  have  not  been  of  special 
significance  in  recent  years.  They  have  not  brought 
down  the  average,  which  is  already  nearly  as  low  as  that 
of  the  Bank  of  France.  Statistics  are  not  given  regu- 
larly in  the  annual  reports  of  the  nmnber  of  small  bills, 
but  as  early  as  1887  more  than  three-quarters  of  the  whole 
nimiber  of  discounts  were  for  amounts  under  500  francs 
($96.50).  In  1899  this  proportion  had  risen  to  81  per 
cent.     Upon  the  facilities  afforded  in  this  regard  the 
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report  of  the  Chevalier  Descamps  to  the  Senate  made 
these  observations : " 

"It  should  be  first  remarked  that  in  all  the  banks  of 
issue  of  Europe  small  commercial  bills  are  taxed  with 
a  minimum  interest  charge  or  are  subject  to  a  minimum 
limit.  The  National  Bank  has  established  a  minimum 
neither  for  the  amount  of  such  paper  nor  for  the  interest 
to  be  collected.  This  is  an  advantage  always  more  and 
more  beneficial  for  small  transactions.  In  effect,  the 
creation  of  popular  banks  and  imions  of  credit,  as  well  as 
the  facilities  which  certain  retail  houses  grant  to  their 
chents  for  weekly  or  monthly  payments,  have  quintupled 
within  a  few  years  the  number  of  small  bills.  Statistics 
based  upon  a  sufficiently  long  period  demonstrate  that 
such  small  bills  fill  the  assets  of  the  bank  in  the  following 
proportions : 

"Of  the  number  of  commercial  bills  admitted  to  dis- 
coimt,  14  per  cent  are  for  less  than  50  francs;  32  per  cent 
are  for  less  than  100  francs;  58  per  cent  are  for  less  than 
200  francs;  70  per  cent  are  for  less  than  300  francs;  76 
per  cent  are  for  less  than  400  francs ;  8 1  per  cent  are  for 
less  than  500  francs. 

"Being  given  the  proportion  of  paper  of  less  than  100 
francs  admitted  to  discount,  with  a  minimum  of  ten  days' 
interest,  on  the  15th  and  30th  of  each  month,  it  is  easy 
to  comprehend  the  discount  facilities  accorded  to  small 
paper,  for  which  the  interest  collected  is  far  from  com- 
pensating the  cost  which  is  imposed  by  its  collection. 

"In  no  other  bank  does  the  small  commerce  enjoy  a 
like  privilege.     The  Bank  of  France  levies  a  minimum 


a  Documents  Parlementaires:  1900,  p.  415. 
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of  lo  centimes  per  bill.  The  Imperial  Bank  of  Germany 
levies  lo  pfennigs  per  loo  marks.  The  Bank  of  the 
Netherlands  levies  a  minimum  interest  of  fifteen  days. 
The  Bank  of  Italy  charges  i  franc  per  bill  and  five  or 
ten  days'  interest  according  to  locality.  The  Bank  of 
Switzerland  levies  50  centimes  per  bill  and  fifteen  days' 
interest." 

The  average  maturity  of  paper  discounted  at  the  Bank 
of  Belgium  illustrates  the  rule  which  prevails  at  other 
central  banks  of  Europe — that  the  maturities  are  much 
within  the  legal  limit,  chiefly  by  reason  of  rediscoimts. 
The  maximuih  limit  of  paper  which  can  be  discounted 
at  the  National  Bank  is  one  hundred  days,  but  the  high- 
est average  for  accepted  paper  during  the  past  dozen 
years  has  been  forty-six  days  and  for  nonaccepted  paper 
forty-three  days.  The  range  of  variation  for  accepted 
paper  has  been  from  thirty-nine  to  forty-six  days  and 
for  nonaccepted  paper  from  thirty-seven  to  forty-three 
days.  These  variations  are  all  so  far  within  the  Unfit 
of  convertibility  that  they  are  not  of  great  significance. 
There  was  a  tendency  to  the  shortening  of  the  period  of 
•  mattirity  during  the  early  history  of  the  Bank,  but  as  the 
term  in  1866  was  only  fifty-four  days,  the  margin  of 
possible  reduction  was  small  and  was  practically  attained 
in  1880,  when  the  average  term  was  forty-five  days.  If 
any  deduction  is  to  be  drawn  from  the  increase  of  the 
period  during  which  bills  discounted  have  to  run  in  such 
a  year  as  1908,  it  is  probably  that  persons  having  paper 
were  desirous  of  converting  it  into  currency  or  banking 
credit  more  promptly  than  under  easier  money  market 
conditions.     The  figures  which  appear  below  represent 
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only  an  average,  based  upon  the  amount  of  paper  run- 
ning for  different  periods.  This  leaves  room  for  some 
paper  of  much  longer  maturities  and  for  some  of  much 
shorter  maturities.  The  following  table  shows  the 
averages  for  recent  years : 

Average  values  and  maturities  of  discounts. 


Accepted  paper. 


Average 

value  per 

piece. 


Average 
maturity. 


Nonaccepted  paper. 


Average 

value  per 

piece. 


Average 
maturity. 


t892 

1896 
1897 
1898 
1899 
r9oo 
Z90Z 
1902 
1903 
1904 
1 90s 
1906 
1907 
1908 


Francs 
1.872.59 
a, 117-47 
2, 272. 86 
2,231.  79 
i.,  449- 27 
2,  707.89 
z, 310. 76 
2.320. 26 
z,  390.  SI 
2,301. 08 
2,  276.59 
2,599.08 
2, 694. 22 
2,  182.88 


Days. 
39J4 
43 
42 
43 
41 
39 
42 
42 
43 
44 
44 
45 
45 
46 


Francs. 
305-18 
296.68 
304-69 
308.46 
332.63 
345-44 
332-81 
314-94 
308.  00 
309-57 
300-  40 
327-85 
335-26 
323-69 


Days. 
42j« 
39 
38 
39 
37 
37 
40 
40 
41 
41 
41 
43 
42 
42 


It  was  contended,  in  the  debates  over  the  charter  of 
1900,  that  the  Bank  should  pursue  on  a  larger  scale  the 
policy  of  direct  discoxmts  and  as  a  means  to  this  end  should 
abandon  in  the  case  of  good  commercial  paper  the  require- 
ment of  three  signatures.  The  benefits  to  the  merchant 
arising  from  this  change,  according  to  M.  Bertrand,  one  of 
the  most  vigorous  critics  of  the  Bank,  were  that  he  would 
obtain  the  benefit  of  the  minimum  discount  rate,  instead 
of  paying  always  i  per  cent  above  this  rate  to  the  bankers. 
The  Bank,  it  was  declared,  would  benefit  on  its  side  by 
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deriving  an  income  during  the  whole  period  for  which  the 
paper  ran,  instead  of  during  the  short  period  for  which  it 
was  discounted.  The  larger  banks,  M.  Bertrand  declared, 
which  have  considerable  resources,  remit  paper  to  the 
National  Bank  only  ten  days  before  maturity.  The  sav- 
ing in  discount  to  the  mercantile  community  by  direct 
discount  at  3  per  cent  in  lieu  of  6  per  cent  usually  paid  to 
bankers  was  estimated  at  18,000,000  francs  ($3,474,000)." 

The  three  classes  of  obligations  discounted,  apart  from 
commercial  paper,  represent  a  minol:  part  in  the  total 
volume  of  business,  but  an  amount  not  entirely  insignifi- 
cant. The  operations  of  "purchase  and  sale"  represent 
banking  securities  on  foreign  countries  which  can  not  be 
collected  by  the  bank  itself  and  are  therefore  discounted 
on  condition  of  being  purchased  back  by  the  discounters 
before  they  become  due.*"  Only  bills  which  have  been 
accepted  are  admitted  to  this  class  of  operations.  These 
operations  were  larger  fifteen  years  ago  than  the  other 
two  classes  of  operations  combined,  but  the  admission 
of  warrants  to  discount  in  1886  has  been  followed  by 
considerable  development  in  loans  of  this  character. 

Operations  in  purchase  and  sale  in  1892  numbered  168 
and  amounted  to  123,502,708  francs  ($23,840,000).  The 
number  of  such  operations  had  risen  in  1900  to  616,  but 
the  amount  had  fallen  to  111,061,399  francs.  Operations 
of  this  character  were  more  extensive  in  1905,  when  the 
number  was  778  and  the  amoimt  was  430,063,247  francs 
5,000,000);  but  there  was  a  decline  in  1906  to  890 

o  Discussions  Parlementaires:  1900,  pp.  5-8. 

6  London  Bankers'  Magazine,  September,  1908,  LXXXVI,  p.  369. 
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operations,  representing  a  total  of  412,022,772  francs;  in 
1907  to  667  operations,  representing  an  amoiuit  of 
327,686,893  francs;  and  in  1908  to  502  operations,  repre- 
senting an  amount  of  177,501,217  francs  ($34,250,000). 

It  was  not  until  1886  that  the  National  Bank  admitted 
warrants  to  discount.  The  principle  of  such  operations 
was  combated  very  energetically  at  the  time  of  the  dis- 
cussion of  the  law  of  1872  by  M.  Frfere-Orban,  former 
president  of  the  council,  as  incompatible  with  the  con- 
ditions of  a  well-cohducted  bank  of  issue.  He  declared 
at  the  sitting  of  May  i,  1872:°' 

"The  bank  ought  not  to  discount  warrants,  because 
they  are  not  securities  immediately  reaUzable.  It  is  an 
operation  which  can  and  ought  to  be  carried  on,  but  by 
other  institutions  than  the  National  Bank.  Such  opera- 
tions would  be  of  a  natture  to  compromise,  at  a  given  mo- 
ment, the  circulation  and  the  convertibility  of  notes,  for 
warrants  are  not  securities  which  are  immediately  and 
easily  realizable." 

Notwithstanding  this  reasoning,  warrants  were  admit- 
ted to  discount  in  1886,  and  reached  in  1887  6,034,705 
francs.  The  total  number  of  warrants  discotmted  during 
the  year  1908  was  2,687  and  the  amount  was  289,143,846 
francs  ($55,800,000).  This  represented,  however,  less 
than  10  per  cent  of  the  total  discoimts  in  Belgium,  which 
were  3,055,895,288  francs  ($589,770,000).  The  progress 
of  operations  in  warrants  is  shown  in  the  following 
table: 

oNoel,  I.,  p.  519. 
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operations  in  warrants. 


Year. 


Amount. 


1887. 
1893. 
1897- 
1900- 
190S- 
1906- 
1907. 
1908- 


Warrants  admitted  to  discount  must  be  guaranteed  by 
two  solvent  signatures  and  accompanied  by  evidence  that 
the  goods  involved  are  deposited  in  warehouses  possessing 
every  condition  of  security.  They  must  be  insured  and 
authority  must  be  given  the  bank  to  take  samples.  The 
rate  of  advance  is  fixed  provisionally  at  75  per  cent  of  the 
amount  of  the  warrant.  The  articles  on  which  warrants 
are  regularly  admitted  to  discount  are:" 


Steel,  in  bars. 

Indigo. 

Building  timber. 

Ivoiry. 

Coffee. 

Jute. 

Hemp. 

Wool,  raw  and  washed 

Raw  cotton. 

Flax. 

Raw  hair. 

Indian  corn. 

Hides,  salted. 

Nitrate  of  soda. 

Copper. 

Lead. 

Tin. 

Rice. 

Tow. 

Stearin. 

Flour. 

Sugar. 

Iron  ore  and  pig  iron. 

Fats  and  oils. 

Castings. 

Leaf  tobacco. 

Madder. 

Tea. 

Gums. 

Zinc. 

Grains. 

The  discount  of  warrants  involving  other  merchandise 

must  be  the  subject 

of 

Special  arrangement. 

<»R6sum6  des  Operations  Effectu^es  par  la  Banque,  pp.  30,  31. 
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ADVANCES  ON  PUBI,IC  FUNDS. 

Loans  upon  public  funds  by  the  National  Bank  are 
carefully  restricted  in  amount  and  duration.  It  is  pro- 
vided by  Article  VIII  of  the  existing  charter  that  among 
the  operations  of  the  Bank  may  be  "making  advances  on 
current  accoimt  or  for  short  terms, upon  the  deposit  of 
national  public  securities  or  other  securities  guaranteed  by 
the  State,  within  limits  and  conditions  to  be  determined 
periodically  by  the  administration  of  the  Bank,  jointly 
with  the  council  of  censors,  with  the  approval  of  the 
Minister  of  Finance." 

Such  loans  can  be  made  to  solvent  persons  only  and  for 
a  term  not  less  than  ten  days  nor  exceeding  four  months. 
Securities  will  not  be  accepted  for  more  than  four-fifths 
of  their  market  value  and  may  be  sold  on  the  Boiurse  if 
the  loans  are  not  repaid  at  maturity.  No  more  than  one 
renewal  is  permitted,  unless  by  special  authority  given 
by  the  coimcil  of  administration.  Loans  for  more  than 
ten  days  may  be  paid  before  maturity,  with  remission  of 
interest  for  all  but  two  days  of  the  time  for  which  they 
have  yet  to  run.  The  amount  and  the  rate  of  loans  to 
be  made  upon  the  deposit  of  public  funds  is  required  to 
be  fixed  each  week." 

It  is  to  be  noted  that  not  only  are  these  loans  treated  as 
payable  at  short  maturities,  like  commercial  paper,  but 
they  are  strictly  limited  to  public  funds  or  securities 
guaranteed  by  the  State.  The  bonds  and  stocks  of  private 
railway  corporations  not  guaranteed  and  of  manufacturing 
and  industrial  corporations  are  thus  rigidly  excluded  from 

o  Statuts,  art.  25 
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the  list  of  securities  accepted  at  the  Bank.  Holders  of 
such  securities  must  seek  accommodation  from  the  Soci^td 
G^ndrale  or  other  private  and  joint-stock  banks. 

The  classes  of  securities  upon  which  the  Bank  lends  are 
the  Belgian  public  debt,  bonds  of  the  treastuy,  securities 
of  the  annuity  bank  issued  by  the  State  and  countersigned 
by  the  treasury,  and  bonds  of  the  National  Company  of 
Local  Railways.  The  preferred  shares  and  the  bonds  of 
the  Antwerp  and  Ghent  Railway  Company  and  the  bonds 
of  several  other  roads,  when  bearing  the  indorsement  of 
the  treasury,  are  also  included  in  the  list.  There  has  been 
some  discussion  in  regard  to  the  inclusion  of  securities  of 
the  Company  of  Communal  Credit.  These  securities  have 
been  excluded,  however,  upon  the  ground  that  the  inter- 
vention of  the  State  in  regard  to  them  did  not  constitute 
a  guarantee  in  the  strict  sense  of  the  word,  although  it 
might  be  considered  as  a  quasi  guaranty." 

Acting  under  the  authority  to  make  loans  of  this  char- 
acter, the  Bank  usually  has  outstanding  an  amount  which, 
while  considerable  in  itself,  has  rarely  exceeded  the  com- 
bined amount  of  the  capital  and  reserves  and  has  consti- 
tuted a  very  small  percentage  of  total  assets.  As  far 
back  as  1866  the  average  amount  of  such  loans  was 
21,131,325  francs  ($4,080,000).  The  amount  was  some- 
what less  during  the  next  few  years,  but  the  average  rose 
during  the  troubled  year  18^3  to  28,768,293  francs,  to  fall 
again  during  the  next  three  years,  but  after  that  to  remain 
at  a  generally  higher  figm"e.  The  highest  average  attained 
in  the  early  history  of  the  Bank  was  in  1883,  when  the 
average    loans    of    the    year    were    96,175,980    francs 

o  Documents  Parletnentaires:  1900,  p.  430. 
55 


National    Monetary     Commission 

($18,562,000),  of  which  80,139,200  francs  was  lent  through, 
the  head  office  at  Brussels.  The  occasion  of  such  large 
advances  was  the  collapse  of  the  copper  corner  and  the 
failure  of  the  Union  G^n^rale  in  Paris  in  1882.  The  aver- 
age of  advances  declined  in  1884  to  53,158,800  francs. 
The  totals  of  advances  upon  securities,  net  balances  at 
the  end  of  the  year,  and  the  net  earnings  of  the  Bank  from 
this  source  appear  for  representative  years  in  the  recent 
history  of  the  Bank  in  the  following  table: 

Advances  upon  public  securities. 


Year. 


Total  ad- 
vances. 


Outstanding 
Dec.  31. 


Net  earn- 
ings. 


1892 
1897 
1898 
1899 
1900 
1901 

I902' 

1903 
1904 
I90S 
1906 
1907 
1908 


Francs. 
41.531.450 
74, 824, 100 
113, 628. 600 
236. 573. 348 
246,311,031 
189. 342. 551 
166,956,63s 
159, 166,637 
171, 651, 920 
199,575.316 
251,  132,467 
348,754,247 
328,511,  148 


Francs. 

8,599.400 
21,  784,  200 
34, 150,000 
60, 072, 804 
58,373.083 
55. 270, 662 
42, 200, S25 
34,015,830 
32, 208, 486 
38,011,413 
48,766,437 
61, 7lfi. 731 
51,419, 120 


Francs. 

233.89s 

469, 816 

647,55s 

i, 513. 204 

i, 836, 571 

1,666, 171 

», 470, 131 

927,234 

962,97s 

908,  727 

s.,  214,  098 

X, 972, 206 

1.771.38s 


It  is  only  from  the  year  1900  that  a  separation  has  been 
made  in  the  pubUshed  reports  between  direct  loans  on 
the  pledge  of  public  funds  and  advances  on  current  ac- 
count secured  by  the  deposit  of  such  securities.  It  is 
only  within  a  few  years  that  loans  of  the  latter  class  were 
made  at  the  provincial  agencies."  The  proportion  of 
this  class  of  advances  has  risen  considerably  since  this 

o  Ulens,  Les  Banques.d'Emission,  p.  394. 
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change  and  was  especially  heavy  during  the  pressure  of 
1907.  Indeed,  under  both  classifications  the  figures  seem 
to  indicate  a  disposition  on  the  part  of  the  financial  com- 
munity to  avail  itself  to  the  utmost,  in  periods  of  mone- 
tary pressure,  of  the  facilities  granted  by  the  National 
Bank  for  obtaining  credit  upon  fixed  forms  of  capital, 
restricted  as  those  facilities  are  by  the  statutes  and  the 
policy  of  the  Bank.  The  amount  and  the  balances  of 
the  two  classes  of  loans  is  shown  for  representative  years 
in  the  following  table: 

Character  of  advances  on  securities. 


Direct  loans 


Total  during 
year. 


Balance. 
Dec,  31. 


Advances  in  current 
account. 


Total  during 

year. 


Balance 
Dec.  31, 


1900. 
1903. 
1904- 
190S- 
1906- 
1907. 
1908. 


Francs. 

206, 123, 100 

116,828,  250 

82, 874, 200 

79, 022, 600 

97.854.400 

166, 626, 400 

152, 416, goo 


Frwncs. 
4o, 196, 100 
26, 995, 100 
17, 280, 000 
21,532,300 
27, 981, 700 
35.719.900 
23, 264, 400 


Francs. 

40.187,931 

50, 128,385 

88, 777, 720 

120,552, 716 

153. 278,067 

182, 127,847 

176,094, 24S 


Francs. 
18,176,983 
15,205,725 
14,928, 486 
16,479,113 
20,784,737 
25.996.831 
28, 154, 720 


I/oans  on  securities  to  borrowers  who  are  not  merchants 
are  required  to  be  registered  at  the  cost  of  the  borrower 
at  the  rate  of  three-tenths  of  i  per  cent  of  the  amount 
lent.  The  distinction  between  those  who  are  merchants 
and  those  who  are  not  is  based  upon  the  terms  of  a  law  of 
May  5,  1872,  which  provides  that  "the  pledge  given  as 
security  for  a  commercial  engagement  confers  on  the 
creditor  the  right  of  securing  payment  from  the  thing 
pledged  in  preference  to  other  creditors,  when  such  right 
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is  established  in  conformity  with  the  methods  admissible 
in  commercial  matters  for  the  sale  of  articles  of  the  same 
nature  and  when  the  object  of  the  pledge  has  been  placed 
and  remains  in  the  possession  of  the  creditor  or  of  a  third 
person  agreed  upon  between  the  parties."  By  the  terms 
of  article  2074  of  the  Civil  Code,  which  affects  those  who 
are  not  merchants,  the  privilege  of  payment  from  the  pro- 
ceeds of  a  pledge  exists  only  where  there  is  a  public  act  or 
an  act  under  private  seal  duly  registered,  setting  forth 
the  sum  due  and  the  character  and  the  nature  of  the  arti- 
cles given  in  pledge,  or  a  statement  annexed  of  their  qual- 
ity, weight,  and  measure. " 

LOSSES  AND  REJECTED  PAPER. 

In  response  to  a  question  submitted  to  the  Government 
at  the  time  of  the  renewal  of  the  charter  in  1900  it  was 
admitted  that "  the  National  Bank,  like  every  other  finan- 
cial establishment,  is  exposed  to  losses."  The  amount  of 
these  losses,  however,  as  set  forth  in  detail  from  1873  to 
1898,  were  small  in  comparison  with  the  entire  volume  of 
discounts.  Tables  were  submitted  for  each  half  year, 
showing  the  commercial  paper  which  was  then  in  default 
and  also  property  which  had  been  taken  as  security  for 
loans  which  had  not  been  paid  at  maturity.  Figures 
quoted  by  Professor  Denis  from  the  documents  of  1872 
showed  that  for  the  twenty  years  ending  with  1871  the 
total  amoimt  of  paper  in  default  was  1,188,518  francs 
($230,000),  and  of  this  amount  361,768  francs  had  ulti- 
mately been  paid.* 

"  Documents  Parlementaires:  1900,  p.  432.  6  Ibid.,  p.  84. 
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Taking  up  the  twenty-six  years  from  1872  to  1897  Pro- 
fessor Denis  stated  that  the  total  amount  of  paper  unpaid 
-was  5.758,659  francs  ($1,111,000),  upon  which  896,601 
francs  ($173,000)  had  ultimately  been  paid.  The  net  loss, 
therefore,  was  4,862,058  francs  ($938,000),  or  an  average 
of  about  $36,100  per  year.  Comparing  this  with  the 
enormous  volume  of  paper  discounted  during  the  period, 
which  was  56,944,804,715  francs  ($10,990,000,000),  the 
proportion  of  loss  worked  out  at  nine  one-thousandths  of 
a  centime  to  100  francs  (0.009  P^r  cent).  Similar  figures 
for  the  Bank  of  France  during  the  period  from  1870  to 
1890,  which  comprised  a  period  of  war,  showed  a  total 
loss  of  34,730,000  francs  in  total  transactions  of  175,000,- 
000,000,  making  the  loss  1.9  centimes  per  100  francs." 

In  response  to  another  question  as  to  what  securities 
composed  the  item  in  the  accounts,  "  Securities  guaranteed 
or  to  be  reaUzed,"  a  full  explanation  was  given  of  the 
acquisition  of  certain  amounts  of  landed  property  under 
foreclosure.  The  first  year  in  which  this  item  appeared 
in  the  balance  .sheet  was  in  1881,  as'the  result  of  the  de- 
fault of  a  loan  in  Brussels,  where  some  property  was  taken 
on  the  Boulevard  Leopold  II.  It  was  felt  to  be  improper 
under  the  law  to  carry  the  value  of  this  property  in  ordi- 
nary assets.  The  administrative  council  decided,  there- 
fore, to  open  a  new  item  in  the  balance  sheet  entitled 
"Securities  guaranteed  or  to  be  realized."  To  this  ac- 
count was  transferred  all  real  property  acquired  to  secure 
the  bank  against  loss.  All  forms  of  slow  assets  were  even- 
tually carried  to  this  account.  * 

« Documents  Parlementaires:  1900,  p.  82.  6  Ibid.,  p.  185. 


59 


National    Monetary     Commission 

The  annual  reports  of  the  Bank  set  forth  regularly  the 
commercial  paper  rejected  when  submitted  for  discount. 
The  policy  of  the  Bank  in  regard  to  loans  is  so  well  under- 
stood that  the  amounts  rejected  are  not  usually  large. 
The  following  table  gives  the  number  and  amount  of  such 
cases  for  representative  years : 

Commercial  paper  rejected. 


Year. 


Pieces. 

Total 
amount. 

Francs. 

Francs. 

3.040 

3.809.455 

3,  260 

3, 060, 179 

3.412 

3.753.554 

1.893 

2,395.329 

2, 132 

2,641,577 

-.653 

^,640, 480 

".578 

». 603, 541 

2,028 

2,014.044 

Amount  at 
Brussels. 


1893 
1897 
1900 
1904 
190S 
1906 
1907 
1908 


Francs. 
I,874.44J 
1.802,  663. 
K. 723. 521 
1.358.522 
1.571,851 
'.407.592- 
i. 567. 397 
1,  085,604 


DISCOUNT  POWCY   OP  THE   NATIONAL  BANK. 

The  National  Bank  of  Belgium  has  followed  a  policy  in 
fixing  the  rate  of  discount  which  has  conformed  in  a 
measure  to  the  EngUsh  policy  of  changing  the  rate  with 
changes  of  condition,  but  has  leaned  in  some  degree 
toward  the  French  policy  of  keeping  the  rate  uniform, 
except  under  the  pressure  of  great  necessity.  In  other 
words,  the  policy  pursued  has  been  midway  between  that 
of  the  two  great  institutions  named.  This  is  apparent 
from  the  table  given  by  Mr.  Palgrave,  showing  the  varia- 
tions in  the  rate  of  discount  at  five  principal  Europeau 
banks  from  1844  to  1900,  the  figures  for  Belgium  cover- 
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ing  only  the  period  since  the  creation  of  the  National 
Bank  in  1850.     The  table  is  as  follows: " 

Number  of  variations  in  rate  of  discount. 


Bank  of — 

England 

France 

Germany. 

HoUand. 

Belgium. 

55 
400 

9 
III 

36 
116 

23 
173 

13 
173 

Total  variations  from  1844 
to  1900 _ 

The  average  rate  which  has  prevailed  at  the  National 
Bank  of  Belgium  has  not  been  high.  It  was  calculated 
as  having  averaged  from  1873  to  1899  3.33  per  cent.  The 
average  since  that  date  has  ranged  somewhat  higher,  as 
the  result  of  the  more  stringent  conditions  in  the  money 
market  which  followed  the  war  in  South  Africa.  The 
highest  annual  rate  attained  in  the  history  of  the  Bank 
was  during  the  panic  of  1873,  when  the  average  was  5.06 
per  cent.  The  next  highest  rate,  prior  to  the  crisis  of 
1907,  was  4.42  per  cent,  in  1882,  when  the  crash  of  the 
Union  G&^ale  in  Paris  caused  disturbances  throughout 
Europe.  An  average  rate  of  2.80  per  cent  was  touched 
in  1886  and  of  2.70  per  cent  in  1892,  after  the  prevalence 
of  higher  rates  in  the  intervening  years.  Low  rates  were 
again  touched  during  the  years  just  preceding  the  dis- 
cussion over  the  renewal  of  the  charter  in  1899,  the  aver- 
age of  1893  having  been  2.83  per  cent;  of  1894,  3  per  cent; 
of  1895,  2.60  per  cent;  of  1896,  2.84  per  cent;  of  1897,  3 
per  cent;  and  of  1898,  3.04  per  cent.* 

o  Palgrave,  Bank  Rate  and  the  Money  Market,  p.  2 10. 
b  Documents  Parlementaires:  igoo,  p.  414. 
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The  record  of  changes  in  the  discount  rate  during  the 
past  ten  years  is  shown  in  the  table  below.  It  indicates 
that  a  rate  of  great  steadiness  was  maintained  from  1901 
to  1905,  but  that  Belgium,  like  other  countries,  felt  the 
influence  of  the  monetaiy  pressure  which  became  acute 
in  1906.  The  year  1907  opened  with  a  discount  rate  at 
the  National  Bank  of  4  per  cent,  which  was  advanced  on 
March  1 8  to  5  per  cent ;  on  November  2  to  5  >^  per  cent ;  and 
within  six  days,  on  November  8,  to  6  per  cent.  Even 
under  this  pressure  the  censors  were  able  to  affirm  that 
"the  resolutions  of  the  council  of  administration  have 
been  as  moderate  as  possible  and  the  rates  of  discount  in 
Belgium  have  remained  below  those  in  force  in  England 
and  Germany.""  The  year  1908  witnessed  the  reflex 
influence  of  the  panic.  The  rate  of  discount  was  from  6 
per  cent  progressively  reduced  on  January  14,  to  5  per 
cent;  February  17,  to  ^}4  per  cent;  March  30,  to  3^^  per 
cent;  and  on  July  13,  to  3  per  cent,  where  it  stood  during 
the  remainder  of  the  year  and  far  into  the  year  1909. 

The  average  rate  of  discount,  as  given  in  the  official 
reports  and  in  the  table  below,  is  based  upon  the  term  for 
which  each  rate  runs,  and  not  necessarily  upon  the  amount 
of  paper  discounted.  The  rate  used  is  a  minimum  rate 
upon  the  ordinary  discoimts,  as  in  the  case  of  other 
European  banks  of  issue.  The  table  showing  the  changes 
during  the  last  eleven  years  is  as  follows: 

o  Rapport:  1908,  p.  30. 
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Changes  in  discount  rate,  iSgg-i^oS. 


Year 


Rate. 


Maximum.    Minimum.    Closing, 


Changes. 


Average 
rate. 


Per  cent. 


Per  cent . 


1898 
1899 
Z900 
1901 
1902 
1903 
1904 
190S 
Z906 
1907 
1908 


Per  cent. 
4 
5 
4 
3 
3 
3 
3 
4 
4 
6 
3 


Per  cent. 
3.04 
3-92 
4.09 
3.  28 
3.00 
3-17 
3.00 
3-17 
3.84 
4.9s 
3.56 


An  indication  of  the  moderation  of  the  rates  charged  by 
the  National  Bank  is  afforded  by  the  fact  that  between 
1851  and  1900,  inclusive,  the  rate  of  discount  was  at  3  per 
cent  or  less  during  10,623  days  out  of  the  18,262  days 
which  elapsed.  This  represents  58  per  cent  of  the  time 
involved,  while  rates  equally  low  prevailed  at  the  Bank  of 
England  only  in  55  per  cent  of  the  whole  number  of  days; 
at  the  Bank  of  France  in  49  per  cent;  at  the  Imperial  Bank 
of  Germany  in  12  per  cent;  and  at  the  Bank  of  the  Nether- 
lands in  61  per  cent.  For  the, whole  period  of  18,262  days 
dealt  with  up  to  the  close  of  1900,  the  rate  was  at  3  per 
cent  or  less  for  10,623  days ;  from  3X  to  5  per  cent  for  6,767 
days;  and  from  ^yi  up  to  7  per  cent  for  872  days,  or  5  per 
cent  of  the  entire  period. " 

The  relative  stability  of  the  discount  rate  at  the  National 
Bank  of  Belgium  is  attributed  in  the  Senate  report  in  a 
certain  measure  to  the  farsighted  and  wise  management 


o  Palgrave,  p.  i86. 
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of  the  bank,  whose  administration  has  sought  to  avoid  as 
much  as  possible  injurious  shocks,  but  which  could  not 
escape  the  preponderating  influence  of  the  market  for 
capital  and  the  cotu-se  of  business  between  nations."  A 
more  critical  attitude,  however,  was  taken  in  1900  by- 
Professor  Denis,  the  leader  of  the  Socialist  minority  in 
the  chambers.  He  pointed  out  that,  from  1852  to  1872, 
average  rates  of  discount  at  the  National  Bank  of  Belgium 
ranged  considerably  lower  than  the  official  rates  in  France, 
England,  and  the  Netherlands,  but  that  this  advantage 
disappeared  in  the  period  1873-1898,  and  especially  dtiring 
the  latter  portion  of  this  period.  A  summary  of  his 
figures  is  as  follows:  * 

Rates  of  discount  at  various  banks. 


Period. 


Bank  of 
France. 


Bank  of 
England, 


Bank  of 
the  Nether- 
lands. 


National 
Bank  of 
Belgium, 


1852-1872 
1873-1898 
189S-1898 


Per  cent, 
4.17 
3.30 
2.  07 


Per  cent. 
4.09 
3-19 
2.  61 


Per  cent. 
3.81 
3-  12 
2.88 


Per  cent. 
3-49 
3.31 
2,87 


The  figures  for  the  latter  period,  Professor  Denis  declared, 
represented  a  nearly  complete  revolution  as  compared  with 
the  earlier,  which  he  attributed  in  a  measiure  to  the  substi- 
tution of  foreign  bills  for  gold  in  the  reserves.  We  shall 
see,  however,  in  discussing  the  subject  of  the  premium 
on  exchange  and  the  drain  of  coin  from  Belgium,  that 
the  discount  rates  of  recent  years  have  been  subjected  to 
serious  criticism  from  a  very  different  point  of  view  from 
that  of  Professor  Denis,  as  being  too  low,  instead  of  too 


o  Documents  Parlementaires:  1900,  p.  411. 


6  Ibid.,  p.  283. 
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high.     The  comparative  rates  for  later  years  have  been  as 
follows:" 

Average  rates  of  discount  since  i8g8. 


Yeai 


Bank  of 
France. 


Bank  of 
England. 


Bank  of 
Germany. 


Bank  of 
the  Neth- 
erlands. 


National 
Bank  of 
Belgium. 


1899 
X900 
190X 
1902 
1903 
1904 
190S 
3906 
1907 
1908 


Per  cent- 
3.06 

3-^3 
3.00 
3.00 
3.  00 
3.00 
3.00 
3.00 
3-47 
3- 04 


Per  cent. 
3-7S 
3-96 
3-73 
3-33 
3.7S 
3.30 
3.00 
4.27 
4-93 
3.00 


Per  cent. 
4-98 
S-33 
4. 10 
3-32 
3-84 
4.  23 

3.8l 
S.oo 
6.03 
4.76 


Per  cent. 
3.8s 
3- 60 
3-23 
3.00 
3.40 
3-»4 
3.68 
4.00 
S.io 
3.38 


Per  ceiU. 
3.91 
4.09 
.3- 38 
3.00 
3-17 
3.00 
3-17 
3-84 
4.9s 
3.56 


THE  GRATUITOUS  ISSUE  OF  DRAFTS. 

One  of  the  methods  which  was  early  adojpted  by  the 
National  Bank  to  facilitate  the  transfer  of  credit  was  the 
issue  of  drafts  upon  its  branches.  Such  a  draft  is  known 
as  an  accr^ditif  a,nd  is  in  the  nature  of  an  order  issued 
at  any  given  office  of  the  Bank  upon  another  designated 
office.  Drafts  payable  within  the  city  where  issued  are 
sold  only  in  Brussels.  At  that  point  they  are  payable 
on  the  first  business  day  following  the  date  of  their  issue, 
and  the  same  rule  prevails  as  to  such  drafts  delivered  in 
the  provinces  upon  Brussels.  Those  delivered  in  the 
provinces  upon  an  agency  or  upon  a  branch  were  until 
1908  payable  one  day  later,  but  in  that  year  were  made 
payable  the  day  after  issue.''  In  case  of  the  loss  of  such 
a  draft  a  duplicate  may  be  issued  fifteen  days  after  the 

a  Bulletin  de  Statistique,  January,  1909,  LXV,  p   iio. 
6  Rapport:  1908,  p.  25. 
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date  of  its  issue  under  special  authorization  from  the 
governor  of  the  bank. 

These  drafts  were  originally  issued  only  for  sums  not 
less  than  loo  francs  ($19.30),  but  a  motion  was  made 
during  the  discussion  on  the  renewal  of  the  charter  in 
1900  to  reduce  the  denomination  to  20  francs  ($3.86). 
This  motion  was  opposed  by  the  government,  but  the 
promise  was  made,  and  subsequently  fulfilled,  to  reduce 
the  minimum  to  50  francs  ($9.65). 

Prior  to  the  law  of  June  23,  1873,  these  drafts  were 
required  to  be  made  in  favor  of  a  designated  person  and 
could  not  conveniently  be  transferred  by  indorsement  be- 
cause of  the  stamp  tax,  which  assimilated  them  in  such 
cases  to  commercial  paper.  The  law  of  1873  exempted 
them  from  the  stamp  tax  and  broadened  the  scope  of 
their  employment.  It  required  a  demand  for  payment 
within  three  days  of  the  date  of  issue  if  drawn  on  the 
same  place  and  within  six  days  when  drawn  upon  another 
place.  The  holder  who  did  not  demand  payment  within 
the  legal  limit  lost  his  recourse  against  indorsers.  Even 
prior  to  the  law  of  1873,  on  July  i,  1871,  the  bank  abol- 
ished the  charge  of  25  centimes  per  1,000  francs  (5  cents 
per  $193)  and  has  since  furnished  these  drafts  without 
charge  where  they  are  made  payable  at  an  agency.  The 
bank  made  this  concession  in  the  belief  that  it  would  be 
compensated  in  a  measure  by  saving  the  charges  on  the 
transportation  of  bank  notes  by  mail  and  that  the  latter 
would  remain  longer  in  circulation  The  accrdditif  is 
paid  only  to  the  person  in  whose  favor  it  is  drawn  or  by 
indorsement,  and  this  indorsement  can  not  be  replaced 
by  a  letter  of  advice." 

o  Noel,  I.  pp.  530-531. 
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While  it  is  declared  by  M.  Pierre  des  Essars  that  "the 
Bank  is  thus  called  upon  to  perform  gratuitously  all  trans- 
fers of  money  for  the  whole  country,""  the  number  of 
such  drafts  dealt  in  has  not  approached  the  volume  of 
redemptions  of  bank  notes.  The  growth  in  their  use 
was  slow  prior  to  the  abolition  of  the  stamp  tax  in  1873, 
but  was  more  rapid  after  that  date.  The  following  table 
gives  for  representative  years  the  tendency  in  this  regard : 

Accridtiifs  sold. 


Year. 


Number, 


Amount. 


1863. 
1870. 
1873. 
1873. 
1875- 
1880. 
i88s. 
1890 
189s 
1900 
190S 
1906 
1907 
1908 


4.894 

16,988 

63.179 

92, 300 

129, 991 

199. 113 

249,450 

s86, 119 

324.346 

413.73s 

508,034 

535.451 

552,345 

567, 201 


Francs, 

13.227,354 

S4. 335. 106 

314,358.816 

498, 100. 000 

562, 107, 138 

705,021,527 

742,403,592 

921,300. 000 

1.022.608,588 

1,450, 250, X02 

1,488,588.697 

1,634.  527,879 

1.675,832,751 

1,645.063,717 


It  was  suggested  by  M.  des  Essars  that  the  facility  given 
by  these  drafts  for  the  transfer  of  money  without  cost 
tends  to  encourage  the  transfer  of  coin  out  of  Belgium. 
How  this  tendency  works  is  thus  set  forth:* 

"When  a  Belgian  debt  is  due  in  France  the  debtor 
draws  an  order  at  some  agency  payable  at  Toumay  or 
Courtrai  (frontier  places  in  Belgium).  There  coin  is 
asked  for  and  forwarded  to  the  branch  of  the  Bank  of 

o  A  History  of  Banking  in  all  the  Leading  Nations,  III,  p.  276 
6  Ibid.,  p.  277. 
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France  at  Roubaix  or  Tourcoing.  The  transfer  charge 
is  very  light,  so  that  money  leaves  Belgium  when  the 
exchange  is  but  2  per  1,000,  under  the  circumstances 
explained.  The  rate  would  have  to  reach  4  to  5  per  1,000 
to  make  it  a  matter  of  advantage  to  transfer  actual  coin 
instead  of  using  orders.  Belgium  is  thus  more  exposed 
than  any  other  country  to  a  drainage  of  coin." 

This  subject  of  the  exchange  between  Belgium  and 
other  cotmtries  is  an  intricate  one,  however,  into  which 
many  other  factors  enter  than  the  movement  of  drafts, 
and  is  discussed  elsewhere  in  this  report. 

MOVEMENTS  OP  THE  CIRCULATION. 

The  circulation  of  the  National  Bank  of  Belgium  has 
proved  very  flexible,  in  spite  of  the  absence  of  any  special 
restrictions  upon  note  issues.  The  net  circulation  of  cur- 
rency has  tended  to  expand  in  Belgium,  as  in  other  coun- 
tries, by  reason  of  the  expansion  of  business  and  by  reason 
of  the  rise  in  prices,  demanding  a  larger  voltune  of  the 
meditmi  of  exchange.  There  has  been  a  tendency  also 
toward  the  substitution  of  notes  for  coin  in  the  hands  of 
the  pubUc,  because  notes  are  less  cumbersome  and  more 
convenient  than  the  heavy  silver  coins.  The  issue  of 
notes  of  the  denomination  of  20  francs  ($3.86)  has  natu- 
rally tended  to  substitute  paper  for  coin  down  to  that 
denomination. 

The  progression  in  the  total  circulation  has  been  much 
more  rapid  than  in  the  population.  The  latter  iscreased 
from  4,827,833  souls  in  1866  to  6,693,548  in  1900,  and  in 
1907  was  estimated  at  about  7,200,000.  On  the  part  of 
the  circulation,  from  1870,  when  the  average  was 
187,392,000  francs  ($36,173,000),  there  was  an  increase  in 
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1873  to  332,480,410  francs  ($64,170,000).  The  increase 
was  less  rapid  from  this  date  to  1888,  when  the  average 
was  361,030,000  francs.  The  period  of  commercial  ex- 
pansion which  followed  led  to  the  movement  of  the  aver- 
age upward  in  1900  to  576,485,510  francs,  and  there  was  a 
fm^ther  advance  during  the  next  eight  years  which  carried 
the  average  for  1908  to  753,079,970  francs  ($145,350,000). 

The  degree  of  elasticity  in  the  circulation  is  indicated 
partly  by  the  variations  at  different  periods  of  the  year 
and  partly  by  the  amount  of  notes  canceled  and  retired 
during  the  year.  The  range  of  variation  is  not  so  great 
as  in  some  other  countries,  because  of  the  essentially 
manufacturing  character  of  the  industries  of  Belgium 
and  the  comparatively  minor  part  played,  therefore,  by 
agricultural  operations.  The  difference  between  the  cir- 
culation on  December  31,  however,  when  it  is  near  its 
maximum,  and  the  average  for  the  year  is  in  itself  con- 
siderable, without  taking  account  of  the  wider  variations 
indicated  by  the  difference  between  the  minimum  and 
the  maximum  points  of  the  year.  Thus,  in  1908,  notes  in 
circulation  on  December  31  were  806,878,060  francs, 
while  the  average  for  the  year  was  753,079,970  francs. 
The  difference  in  1906  was  greater,  the  circulation  at  the 
close  of  the  year  having  been  770,423,340  francs  and  the 
average  for  the  year  702,363,760  francs. 

Comparison  of  the  minimum  and  maximum  circulation 
for  different  years  shows  variations  usually  ranging  about 
10  per  cent.  The  period  of  maximum  circulation  is  al- 
most invariably  at  the  turn  of  the  year,  sometimes  occur- 
ring late  in  December  and  sometimes  continuing  into  the 
first  weeks  of  January  before  the  reflex  movement  is  felt. 
There  is  a  general  tendency  downward  from  January  to 
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midsummer,  which  is  halted  from  time  to  time  by  the 
demand  for  currency  at  the  end  of  each  quarter  and  on 
other  special  occasions.  The  latter  part  of  March  and  the 
early  days  of  April  mark  the  logical  period  of  minimum 
circulation,  but  the  state  of  comparative  equiUbrium, 
which  extends  from  these  dates  to  midsummer,  is  occa- 
sionally marked  by  a  decline  slightly  below  the  average 
of  the  spring.  The  table  which  appears  below,  showing 
the  variations  between  maximum  and  minimum  circula- 
tion during  the  past  ten  years,  illustrates  the  character 
of  these  movements.  The  figures  presented  are  for  com- 
plete weeks,  ending  in  some  cases  a  few  days  before  De- 
cember 31,  which  explains  the  apparent  discrepancy  in 
one  or  two  cases  with  the  later  table,  where  the  circula- 
tion of  December  31  reached  above  the  maximum  shown 
for  the  official  banking  year.  In  some  cases  the  demand 
for  circulation  has  risen  higher  during  the  autumn  than 
at  the  close  of  the  year,  but  upon  the  whole,  as  the  table 
indicates,  the  maximum  is  attained  near  the  end  of  the 
year  and  the  minimum  during  the  spring  and  summer. 

Variations  in  the  circulation. 


Year. 

Maximum, 

Minimum. 

Average. 

Date. 

Amount. 

Date. 

Amount. 

Amount. 

1899 

1900 

1901 

1903 

1903 — 

1904 

1905 

1906 

1907 

1908 

Nov.    30 
Oct.     31 
Jan.     31 
Dec.     30 
Jan.      15 
Dec.     39 
Nov.      3 
Oct.     31 
Oct.      '31 
Dec.     30 

Francs. 
568,500,000 
597,900,000 
623, 500,000 
672, 600,000 
650, 500,000 
668, 700, 000 
693,300, 000 
736,  500,  000 
770,600,000 
800, 200, 000 

Mar.       9 
June    31 
Sept.      s 
June     19 
June     18 
June    23 
Mar.     23 
Apr.     19 
Apr.       4 
June     18 

Francs. 
Sii, 700,000 
553.800,000 
567, 200,  000 
596,300,000 
605,000,000 
615, 100,000 
643, 700,000 
670, 900,000 
706, 600,  000 
711, 700,000 

Francs. 
538,076,400 
576,483,510 
599.265,950 
621,568,640 
636, 760,360 
645.989. 100 
676, 841,990 
702,363,  760 
743.404,700 
753.079,970 
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The  denominations  of  the  notes  issued  by  the  National 
Bank  were  fixed  in  the  beginning  and  have  not  since 
been  altered.  They  are  five  in  number — for  20  francs, 
50  francs,  100  francs,  500  francs,  and  i  ,000  francs.  Neither 
the  law  nor  the  regulations  of  the  Government  specify  the 
proportion  of  any  one  denomination  to  be  issued  or  kept 
in  circulation.  Figures  of  the  different  denominations  are 
available  only  from  1870,  when  the -total  circulation  of 
notes  was  187,392,000  francs.  The  changes  from  year  to 
year  after  the  use  of  the  different  denominations  was  fairly 
established,  about  1877,  show  the  largest  increase  in  notes 
for  20  francs  ($3.86)  and  notes  for  100  francs  ($19.30). 
The  demand  for  notes  of  1,000  francs,  while  varying 
somewhat  from  year  to  year,  has  upon  the  whole  shown 
no  great  increase,  even  with  growth  in  the  volume  of 
business.  The  following  table  shows  the  average  value 
for  each  denomination  outstanding  for  representative 
years: 

Average  of  note  issues  by  denomination. 
[In  thousands  of  francs.] 


Year. 

1,000  francs. 

500  francs. 

100  francs. 

50  francs. 

20  francs. 

1870 

80,367.0 
150,030.  0 
123,034.0 
128,285.0 
114,887.0 
121, 788.0 
123,749.0 
168, 446.0 
184,871.0 
196, 167.0 
197,987.0 
160,  267.0 

18,501.0 
23,523.0 
18,486.0 
23.254.5 
16,822.5 
21,  906.0 
25.898.5 
32.599.5 
37.398.5 
40.951.5 
40.845.0 
72. 146.0 

65,782,0 
120,  766.9 
137.438.7 
124, 271. 2 
160, 109.9 
171.487.3 
20Z.301.  8 
240, 253.6 
275.903.9 
260,826.7 
289.324.3 
297.698.0 

7, 298.0 
3.189.7 
1,498.1 
22,953.' 
27,438.6 
29.337.2 
34.384.7 
47.649.2 
61,342.2 
71.359.9 
71,621.7 
73,608.6 

15, 444. 0 

1873 

34.970.  a 

1880 

1885               

37, 120. 8 

1890    

37.  791.2 

87,  535. 1 

117,426.3 
133.058.6 

143,636.7 

149,360.3 

Notes  retired  during  the  year  have  varied  in  amount 
according  to  business  conditions.    The  maximum  pro- 
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portion  of  such  retirements  was  in  1886,  when  they 
amounted  to  306,790,000  francs  in  an  average  circulation 
of  355>893,6oo  francs,  or  about  85  per  cent.  The  aver- 
age cancellations,  however,  are  much  below  this  amount, 
having  been  in  1907  366,120,500  francs,  or  49  per  cent 
of  the  average  circulation.  The  cancellations  of  1908 
were  508,491,400  francs,  or  67  per  cent  of  the  average 
circulation. 

One  of  the  most  striking  features  of  the  circulation  dur- 
ing recent  years  has  been  the  increase  in  the  proportion 
of  notes  for  20  francs.  Such  notes  formed  in  1873  but 
little  more  than  10  per  cent  of  the  average  circulation. 
The  amount  had  not  increased  materially  up  to  the  year 
1893,  when  the  proportion  to  the  total  circulation  had 
declined  to  about  9  per  cent.  From  that  date,  however, 
the  increase  was  rapid  and  resulted  in  doubling  the  amount 
of  these  small  notes  within  less  than  six  years  and  again 
nearly  doubling  the  amount  in  the  eight  years  ending 
with  1907.  A  view  of  the  movement  of  circulation,  the 
proportion  of  notes  of  20  francs,  and  the  notes  retired 
for  representative  years  is  afforded  by  the  following  table: 

Movement  of  the  circulation. 


Year. 

Circulation 
Dec.  31. 

Average  circu- 

lation  during 

year. 

Average  notes 
of  20  francs. 

Notes  retired 
during  year. 

Frojncs, 
330, 586,070 
339.969.Sio 
367,433,810 
404, 721,600 
476,503,020 
631,631,800 
724,083, 140 
770.423.340 
798,167,760 
806,878,060 

Francs, 
332,480,410 
313,624,530 
346,378,860 
383,309,  680 
450,413. 100 
576,483,510 
676,841,990 
703,363,760 
743.404.700 
753.079.970 

Francs, 
34.970.  260 
14,  860, 720 

37,  Z20, 860 

37,791, 180 
52,079, 100 
87,535.160 
117,436,340 
133.058,660 
143.636,700 
149.360,320 

Francs 
109, 659, 7SO 
205,700,00a 
301,  250,  ooa 

23t,S40,000 

145.330,00a 
330,320,00a 
405,500,000 
643.250.000 
366, 120,50a 
508, 491,40a 

1880           -  

j88s 

1890                     

1895       -   -   

72 


National      Bank      of      Belgium 

RBGUI,ATlON  OP  THE   NOTE  CIRCULATION. 

The  circumstances  under  which  the  National  Bank  of 
Belgium  was  created  gave  a  distinctive  character  to  the 
provisions  regarding  the  security  for  the  issue  of  notes. 
The  original  charter  of  1850  contained  these  provisions  in 
regard  to  the  notes  themselves: 

"Article  XII. 

"The  bank  may  issue  notes  payable  to  bearer.  The 
amount  in  circulation  shall  be  represented  by  securities 
which  can  be  easily  converted  into  cash. 

"  The  proportion  between  the  cash  reserve  and  the  notes 
in  circulation  shall  be  fixed  by  the  statutes. 

"Article  XIII. 

"The  Government,  by  agreement  with  the  Bank,  shall 
determine  the  form  of  the  notes,  the  method  of  their 
issue,  and  the  amount  of  each  denomination." 

No  changes  were  made  in  these  provisions  by  subsequent 
amendments  of  the  charter,  except  that  in  1900  the  notes 
were  required  in  future  to  be  printed  in  both  the  lan- 
guages of  the  country  (French  and  Flemish) ,  and  provision 
was  made  for  paying  into  the  pubUc  Treasiury  the  amount 
of  old  issues  of  notes  prior  to  1869  which  had  not  been 
presented  for  redemption. 

The  original  charter  of  the  Bank  made  the  redemption 
of  notes  obligatory  only  at  the  head  office  at  Brussels; 
but  in  1872  this  obligation  was  extended  to  the  agencies, 
with  the  proviso  that  payment  might  be  deferred  tmtil 
there  had  been  time  to  receive  the  necessary  funds  from 
the  head  office.     The  notes  were  made  receivable  for 
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public  dues  from  the  beginning,  but  it  was  not  until  1873 
that  they  were  declared  legal  tender  between  individuals 
so  long  as  they  continued  to  be  redeemed  in  legal  coin. 
This  privilege  was  accorded  by  a  special  law  of  June  20, 
1873,  which  also  provided,  however,  that  the  legal-tender 
quality  should  cease  whenever  the  Government  should 
cease  to  receive  the  notes  at  public  offices." 

The  Belgian  law  imposes  no  limit  upon  the  amount  of 
notes  which  may  be  issued  by  the  National  Bank.  It  was 
declared  by  M.  Malou  in  1872  that  "the  credit  circulation 
is  not  extended  or  restricted  arbitrarily  at  the  will  of 
institutions  of  credit;  its  necessary  limits  are  the  require- 
ments for  transactions  and  the  movement  of  business."* 

The  law  required  that  there  should  be  a  relationship 
established  between  the  metallic  stock  and  the  circulation, 
but  left  to  the  statutes  of  the  Bank,  as  determined  upon 
by  the  Government,  the  decision  of  what  this  relationship 
should  be.  The  proportion  is  fixed  by  Article  XXXIV  of 
the  present  statutes  at  one-third  of  the  amount  of  notes 
and  other  obUgations  payable  at  sight,  but  it  is  provided 
that  the  cash  reserve  may  be  allowed  to  go  below  this 
minimum  under  circumstances  and  Hmits  to  be  authorized 
by  the  Minister  of  Finance.  It  was  declared  when  the 
law  was  framed  in  1850  that  the  exact  proportion  of  the 
reserve  held  against  notes  could  not  be  determined 
according  to  any  fixed  rule,  but  must  depend  upon  time, 
circumstances,  and  perhaps  also  the  state  of  pubUc  feehng. 
For  this  reason  the  matter  was  left  to  the  Government  and 
the  Bank.  Experience,  it  was  declared  in  the  report  of 
M.  Delbeke  in  1899,  had  proved  the  wisdom  of  this  solu- 

o  Documents  Parlementaires:  1900,  p.  480. 
6  Ibid.,  p.  471. 
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tion.  It  was  more  and  more  agreed  by  modern  experience 
that  any  such  limit  should  be  conceived  in  such  a  manner 
as  to  leave  the  bank  with  hands  sufficiently  free  to  meet 
successfully  a  period  of  crisis.  Upon  this  question  of  a 
fixed  proportion  of  reserve  the  report  of  M.  Delbeke. 
quoted  from  an  article  by  Professor  Helfferich  in  the 
"Revue  PoUtique  et  Parlementaire "  of  January  lo,  1899, 
the  following:" 

"  Requirements  of  this  sort  should  not  estabhsh  a  rule 
for  the  government  of  the  Bank  in  periods  of  calm.  If 
the  government  of  the  Bank  does  not  do  in  normal  times 
considerably  more  than  is  required  by  the  provisions  of 
the  law,  it  will  not  be  able  in  difl&cult  times,  when  the 
tiller  escapes  from  its  hands,  to  keep  within  the  limits  of 
legal  requirements,  and  even  for  a  competent  management 
there  is  danger  of  being  compelled  to  exceed  the  legal 
limits  because  of  a  violent  and  sudden  crisis.  It  is  at  such 
moments  that  a  central  bank  becomes  indispensable  to 
safeguard  the  economic  interests  of  the  country  and  that 
it  becomes  obligatory  to  suspend  the  banking  law. 

"  Of  this  the  suspension,  authorized  on  three  occasions, 
of  the  restrictive  clause  contained  in  the  English  bank 
act  affords  a  classic  example.  But  suspensions  of  this 
sort,  imposed  by  necessity,  never  take  place  without  pro- 
voking in  a  certain  measure  a  movement  having  the  char- 
acter of  a  panic.  If  a  bank  approaches  the  Umit  at  which 
it  ought  to  suspend  its  issue  of  bills,  the  fact  produces,  as 
has  been  seen  in  England,  a  rtm  upon  the  Bank— not  to 
obtain  the  redemption  of  bills,  but  to  obtain  the  discount 
of  paper — for  everyone  fears  the  arrival  of  the  moment 

o  Documents  Parlementaires:  1900,  p.  151. 
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when  the  Bank  will  no  longer  be  able  to  issue  bills  nor  in 
consequence  to  grant  discounts.  The  imposition  by  law 
of  a  maximum  figure  for  the  issue  of  bills  not  covered  by 
the  metalUc  reserve,  and  of  a  minimum  of  metalUc  re- 
serve for  covering  the  bills,  represents  then  a  limit  imposed 
upon  the  elasticity  of  the  Bank  and  a  Umit  which,  instead 
of  preventing  a  crisis,  is  rather  of  a  nature  to  provoke  and 
aggravate  it." 

The  regulations  imposed  at  the  National  Bank  of  Bel- 
gium to  secure  the  safety  of  the  notes  and  to  prevent 
thefts  and  fraudulent  overissues  are  similar  to  those  in 
other  large  banks.  The  special  paper  required  for  the 
notes  is  carefully  recorded  and  is  guarded  in  a  safe  with 
two  keys.  The  comptroller  delivers  to  the  chief  of  the 
printing  office  the  paper  necessary  for  the  time  being, 
where  also  it  is  kept  under  double  keys.  After  printing, 
the  notes  which  have  been  spoiled  as  well  as  those  prop- 
erly printed  are  remitted  to  the  comptroller  of  notes. 
Those  spoiled  are  marked  before  delivery  with  the  word 
"fautd"  (spoiled)  and  are  perforated.  These  spoiled 
notes  are  carefully  verified  and  destroyed  at  the  end  of 
every  six  months. 

The  comptroller  of  notes  is  charged  with  numbering  and 
affixing  the  seal  upon  the  notes.  Every  issue  under  a 
given  letter  of  the  alphabet  is  inscribed  in  a  register  con- 
taining the  following  information: 

The  number  in  the  order  of  the  alphabet. 

The  date  of  manufacture. 

The  date  of  issue. 

The  names  of  the  signers. 

The  letter  of  the  series. 
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The  number  in  this  series. 

The  date  of  destruction. 
Verifications  are  made  in  the  case  of  the  special  paper 
every  six  months,  or  oftener  if  judged  necessary  by  the 
administration  of  the  Bank.  The  verification  is  made  by 
the  governor  or  a  director  delegated  by  the  council,  with 
the  assistance  of  the  director  charged  with  the  supervision 
of  the  note  service.  Notes  at  the  printing  office  and  at 
the  sealing  office  are  verified  at  least  once  a  month  by  the 
director  of  the  note  service,  assisted  by  the  comptroller. 
The  notes  to  be  issued  are  verified  at  least  once  every  six 
months  by  the  director  of  the  service  and  the  treasurer. 
A  report  is  made  at  the  end  of  each  month,  showing  the 
status  of  the  special  paper,  notes  in  course  of  printing,  and 
those  actually  printed. 

Notes  which  have  become  unsuitable  for  circulation  are 
withdrawn  by  the  central  reserve  agency.  They  are 
punched  with  the  word  "  annuls "  (ca.ncelled) ,  with  the 
date  of  their  retirement.  These  notes  are  also  remitted 
to  the  office  of  note  issue,  which  records  the  number,  veri- 
fies them,  classifies  them,  and  proceeds  to  their  cancel- 
lation in  the  records  already  described.  When  the  coxmcil 
orders  the  destruction  of  canceled  notes,  the  operation  is 
effected  under  the  supervision  of  two  directors  designated 
by  it,  in  the  presence  of  three  delegates  of  the  grade  of  at 
least  chief  of  bureau.  The  council  determines  at  the 
same  time  the  method  of  destruction." 

One  of  the  new  provisions  of  the  law  of  1900  directed 
the  bank  to  pay  into  the  public  treasury  within  one  month 
the  face  value  of  notes  belonging  to  issues  prior  to  the  year 
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1869  which  were  still  outstanding.  It  was  also  provided 
that  whenever  a  given  type  of  note  was  replaced  or  sup- 
pressed, the  bank  should  make  a  similar  payment  into 
the  treasury  at  the  expiration  of  a  date  to  be  fixed  in  each 
case  by  agreement,  and  that  this  provision  should  be  im- 
mediately applicable  to  notes  for  20  francs  of  types 
previous  to  that  authorized  in  1897.  The  amotmt  of 
these  old  notes  was  to  be  deducted  from  the  reported 
amount  of  the  circulation,  and  when  any  of  them  were 
redeemed  the  amount  thus  disbursed  was  to  be  charged 
to  the  account  of  the  treasury. 

The  report  of  the  Minister  of  Finance  upon  this  subject 
is  interesting,  because  it  presents  figures  of  the  amoimt  of 
old  notes  of  issues  prior  to  1869,  which  were  outstanding 
on  December  31,  1897."  These  issues  dated  back  as  far 
as  1851  and  included  notes  issued  in  1851,  1852,  1853, 
1856,  1862,  1863,  and  1865.  In  every  case,  except  the 
original  issues  of  1851,  the  notes  still  outstanding  were  of 
only  one  denomination.  The  total  face  value  of  all  such 
issues  was  only  1,025,500  francs  ($198,000)  and,  cmriously 
enough,  was  made  up  in  part  of  353  notes  for  1,000  francs 
(353,000  francs)  of  the  issue  of  1853,  which  would  appear 
to  represent  the  loss  at  a  considerable  amount  in  these 
notes  at  one  time.  The  loss  of  such  large  notes  may  be 
considered  more  exceptional  than  that  of  notes  of  20 
francs,  of  which  8,259  notes,  representing  a  value  of 
165,180  francs  ($32,000)  of  the  issue  of  1851,  were  still 
outstanding.  If  this  amount  is  divided  by  the  period  of 
forty-seven  years  which  elapsed  between  1851  and  the 
close  of  1897,  the  average  annual  loss  on  the  issue  would 
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stand  at  about  3,500  francs  ($700)  per  year,  and  would 
indicate  how  small  is  the  ultimate  loss  even  on  notes  of 
small  denominations. 

FOREIGN  BILLS  IN  THE  RESERVE. 

The  National  Bank  of  Belgium  was  allowed,  from  an 
early  date,  to  count  as  part  of  its  reserve  first-class  for- 
eign bills  which  were  guaranteed  by  banking  houses  in 
Belgium.  The  proportion  of  the  reserve  made  up  of  such 
bills  tended  to  increase  until  they  came  to  constitute, 
just  before  the  renewal  of  the  charter  in  1900,  about  25 
per  cent  of  the  total  computed  reserve.  This  fact  was 
made  a  subject  of  some  criticism  by  Professor  Denis  in 
his  report  in  favor  of  a  special  inquiry  into  the  manage- 
ment of  thfe  Bank.  He  declared  that  the  foreign  port- 
folio, at  first  rare  and  variable,  had  become  constant  and 
increasing;  that  from  6  per  cent  of  the  total  discounts 
from  1872  to  1876,  it  had  increased  to  25  per  cent  from 
1893  to  1897.  In  concluding  his  discussion  of  this  sub- 
ject, he  declared:" 

"The  fluid  equilibrium  of  our  reserve  seems  to  be  a 
problem  more  and  more  complex,  in  which  the  anticipa- 
tion of  the  extent  of  the  ultimate  demand  for  specie  and 
the  certainty  of  realizing  the  securities  held  are  botmd  up 
with  the  aggregate  of  the  conditions  of  the  international 
market,  with  the  distribution  of  the  paper  between  dif- 
ferent places,  with  causes  which  may  affect  foreign  cash 
reserves,  and  even  with  the  question  of  the  standards. 
Does  this  constitute  a  financial  system  without  peril? 
On  the  other  hand,  what  are  the  measures  which  would 
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permit  escape  from  this  instability,  from  this  interna- 
tional lack  of  miity? " 

In  meeting  this  criticism  M.  Delbeke  examined  the  sub- 
ject from  the  three  points  of  view,  whether  the  holding 
of  foreign  bills  was  equivalent  in  fact  to  a  metallic  reserve; 
if  they  could  constitute  a  danger  to  the  Bank;  and  if 
there  was  occasion  to  exclude  them  from  the  calculation 
of  the  proportion  between  the  reserve  and  the  circulation 
of  notes.  M.  Delbeke  declared  that  the  facts  submitted 
by  the  Government  established  the  genuine  benefits,  not 
to  say  the  absolute  necessity,  of  the  practice  which  the 
Bank  had  long  pursued  on  the  subject  of  these  foreign 
bills.  He  emphasized  the  solidity  of  the  limited  number 
of  firms  whose  signatures  were  accepted,  such  firms  being 
limited  to  indorsing  over  to  the  Bank  the  paper  of  third 
parties.  He  then  quoted  from  the  agreement  between 
these  firms  and  the  Bank,  to  the  effect  that  the  firms 
bound  themselves  to  rediscotmt  at  any  time  paper  clothed 
with  their  indorsement,  at  a  rate  which  should  not  be 
higher  than  the  official  rate  of  the  central  bank  of  the 
country  from  which  the  paper  emanated,  and  should  pro- 
tect the  National  Bank,  according  to  its  instructions, 
either  in  bills  of  exchange  at  market  quotations  or  in  gold 
coin  or  bullion,  except  in  case  of  superior  force.  The 
National  Bank  engaged  itself  not  to  abuse  this  option  of 
rediscount  and  not  to  demand  securities  for  a  sum  exceed- 
ing 6,000,000  to  8,000,000  francs  per  week. 

The  utility  of  the  holdings  of  foreign  bills  in  emergency 
has  been  several  times  demonstrated  in  a  striking  man- 
ner. At  the  outbreak  of  the  crisis  which  followed  the 
declaration  of  war  between  France  and  Germany,  the 


80 


National      Bank      of      B  e  I  g  i  u  M 

National  Bank  had  on  July  21  foreign  paper  to  the  amount 
of  64,144,255  francs  ($12,370,000).  This  paper  was  em- 
ployed so  generously  to  obtain  gold  that  the  amount  on 
hand  was  reduced  by  the  end  of  July  to  7,227,300  francs 
and  on  August  20  to  3,531,900  francs.  The  product  of 
the  sale  or  payment  of  the  bills  had  been  converted  into 
bars  of  gold  and  silver. 

On  another  occasion,  at  the  time  when  the  subject  of 
the  renewal  of  the  charter  was  pending  in  November,  1898, 
the  National  Bank  was  able  to  maintain  a  discount  rate 
of  3  per  cent,  when  the  official  rate  stood  in  Berlin  at  6 
per  cent,  in  Vietina  at  5  per  cent,  and  in  London  at  4  per 
cent.  The  position  of  the  Bank  of  Belgium  was  main- 
tained by  reaUzing  a  part  of  its  holdings  of  foreign  paper, 
which  reduced  the  amount  from  122,800,000  francs  to 
98,400,000  francs.  The  position  taken  by  the  supporters 
of  the  Bank  in  this  matter  is  taken  also  by  Mr.  Inglis 
Palgrave  in  the  following  language : " 

"The  Bank  has  been  enabled  to  carry  on  its  operations 
with  this  comparatively  small  bullion  reserve  through  its 
skill  in  discounting,  and  through  the  power  of  regulating 
the  foreign  exchanges  which  it  possesses  by  means  of  the 
quantity  of  foreign  paper  which  it  holds.  In  the  balance 
sheet  of  December  31,  1901  (p.  207),  the  bills  discounted 
stood  at  £19,100,000;  of  this  sum  the  foreign  bills  held 
amounted  to  £6,500,000.  Through  holding  these  drafts 
on  other  countries  the  cotmcil  of  the  Bank  has  the  means 
of  operating  in  any  direction  when  the  exchanges  are 
unfavorable  to  Belgium.     The  moderate  rates  of  discoimt 
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charged  and  the  comparatively  small  range  of  fluctuation 
show  how  carefully,  especially  of  late  years,  the  Bank  of 
Belgium  has  maintained  this  power.  Roughly  speaking, 
one-fifth  part  of  the  bills  it  has  dealt  with  during  the  last 
twenty  years  have  been  on  foreign  countries. " 

Mr.  Palgrave  presents  the  following  comparison  for 
representative  years  of  the  relation  of  foreign  bills  to  total 
operations  in  discount: 

Domestic  and  foreign  discounts. 


Year. 


On  Belgium. 


On  foreign 
countries. 


Total. 


i8si 
1 860 
1870 
1880 
1890 
1900 
1901 


Francs. 
8x, 200, 000 
729, 400, 000 
I. 205, 000, 000 
L, 647, 000, 000 
i,  9581  60JO,  000 
2.  749.  700, 000 
». SSI. 425, 000 


Francs. 
Z04, Soo.ooo 
28, 000. 000 
131, See, 000 
347, 600,  000 
396.900,000 
693, soo.ooo 
819, 400, 000 


Francs. 
186, 000,000 
757,400,000 
i> 336' 800, 000 
^.994,600,000 
^.355, 500,000 
3, 442, 900, 000 
3,370,825,000 


Referring  to  the  experience  of  various  critical  occasions, 
the  report  to  the  Senate  by  the  Chevalier  Descamps 
declared  that  a  skillful  division  of  foreign  bill  holdings 
between  a  certain  number  of  countries  wisely  chosen  was 
of  a  nature  to  provide  against  circumstances  which  might 
offset  in  a  manner  the  realization  of  such  holdings  or 
paralyze  its  effects.  Summing  up  the  benefits  of  the  system, 
M.  Descamps  said: " 

"The  moderate  and  skillful  use  of  the  foreign  bill  hold- 
ings as  a  sort  of  supplement  to  the  metallic  stock  does  not 
seem  to  be  compromising,  and  from  a  multiplicity  of  view- 
points is  even  an  advantage.     It  may  tend  to  give  to  the 
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reserve  an  elasticity  superior  to  mere  rigidity  of  proportions, 
which  is  neither  scientifically  justified  nor  practically  pro- 
tective in  an  absolute  manner.  But  naturally  the  ques- 
tion involved  here  is  to  guard  against  being  drawn  too  far, 
which  might  produce  a  famine  of  money.  It  must  always 
be  recalled  that  a  general  equivalence  is  not  an  absolute 
identity,  and  that  in  the  long  run,  to  use  an  old  compari- 
son, it  is  always  preferable  to  keep  one's  self  in  a  large 
measure  on  the  firm  ground  of  gold  and  silver  rather  than 
to  fly  upon  the  wings  of  foreign  paper. " 

One  of  the  points  raised  against  a  reserve  kept  in  foreign 
bills  was  the  possible  suspension  of  the  metallic  standard 
in  case  of  war  by  one  of  the  countries  on  which  such  paper 
might  be  drawn.  It  was  declared  by  M.  Delbeke,  however, 
in  his  report  to  the  Chambers,  that  there  was  no  reason  for 
such  apprehensions,  in  view  of  the  precautions  which  were 
taken  by  the  Bank  in  regard  to  its  foreign  debtors  and  which 
found  expression  in  the  clause  which  has  been  already 
quoted,  compelUng  the  indorser  to  rediscount  or  cover 
the  paper  on  the  first  demand.  In  fact,  it  was  added,  the 
paper  in  circulation  at  any  given  time  was  based  upon  the 
monetary  standard  of  that  time  and  could  not  be  affected 
by  measures  which  might  be  taken  at  a  later  date  in  the 
debtor  country." 

The  practical  operation  of  the  reserve  of  foreign  bills 
was  discussed  by  the  Government  in  replying  to  a  series 
of  questions  submitted  by  the  central  committee  of  the 
lower  house,  pending  the  revision  of  the  charter  in  1900. 
The  questions  asked  on  this  head  were  as  to  the  paper 
of  this  sort  which  was  actually  included  in  the  assets  of 
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the  bank,  as  to  the  average  rate  of  return  and  as  to  the 
average  maturity.  The  reply  to  these  questions  was  as 
follows : " 

"The  drafts  which  are  included  in  the  foreign  port- 
folio are  securities  of  the  first  order,  protected,  moreover, 
by  the  indorsement  of  banking  houses  chosen  among  the 
most  important  of  Paris,  London,  Beriin,,  Amsterdam, 
Hamburg,  Cologne,  Frankfort,  and  Vienna. 

"At  no  time  has  the  bank  suffered  the  slightest  loss 
upon  these  securities.  The  average  rate  of  operations  in 
foreign  bills  was  during  the  year  1898,  2.79  per  cent,  with 
an  average  maturity  of  forty-nine  days;  in  1897,  2.53  per 
cent,  with  an  average  maturity  of  forty -seven  days;  in 
1906,  2.51  per  cent,  with  an  average  maturity  of  forty- 
eight  days. 

"  It  is  important  to  note  that  the  rates  earned  by  oper- 
ations with  the  foreign  portfolio  are  not  collected  in  a  per- 
manent manner.  Thus,  in  the  course  of  the  year  1898  the 
Bank  on  different  occasions  suspended  the  credits  extended 
to  foreign  correspondents,  with  the  object  of  having  in  its 
own  hands  for  the  moment  coin  to  replenish  its  reserve, 
which  was  vigorously  attacked  during  the  period  when 
discount  had  motmted  to  6  per  cent  at  Berlin  and  to  4 
per  ccHt  in  London  and  when  exchange  on  Paris  had  risen 
to  i%  in  the  1,000  (0.35  per  cent). 

"During  several  weeks  correspondents  at  Paris  with 
whom  the  bank  had  conducted  transfer  operations  upon 
London,  BerUn,  and  Hamburg  made  shipments  of  specie. 
The  Bank  thus  received  38,000,000  francs  in  5-franc  pieces. 
This  combination  of  measures  permitted  the  Bank  to 
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maintain  during  almost  the  entire  year  rates  of  discoimt 
which  were  very  moderate  and  to  avoid  the  necessity  of 
raising  them,  except  dm-ing  a  very  short  period." 

THE  QUESTION   OP  MONOPOLY  OP  NOTE   ISSUE. 

The  question  whether  the  National  Bank  possesses  a 
monopoly  of  the  power  of  issuing  notes  is  to  a  large 
extent  an  academic  one.  It  is  admitted  on  all  sides  that 
monopoly  practically  exists,  but  there  is  sufficient  vague.- 
ness  in  the  law  to  leave  open  the  possibility  of  competi- 
tion, if  approved  by  the  chambers.  It  was  frankly 
declared  in  the  report  in  favor  of  the  government  measure 
submitted  to  the  Chamber  of  Deputies  on  March  i6, 
1872,  by  M.  Pirmez,  that  "in  fact  we  have  in  Belgium 
the  system  of  a  single  bank  of  issue."  "In  law,  how- 
ever," he  went  on  to  declare,  "the  liberty  of  creating 
banks  of  issue  exists  for  individuals,  for  societies  with  a 
collective  name,  and  for  societies  with  silent  partners  (en 
commandite  simple) ;  it  does  not  exist  for  joint-stock 
companies  and  stock  companies  with  silent  partners."" 

Whether  a  company  organized  by  shares  had  rights 
under  the  general  law  to  issue  notes  was  briefly  discussed, 
but  it  was  pointed  out  that  a  regular  corporation  with 
limited  liability  could  be  created  only  by  law,  and  that, 
in  consequence,  the  right  of  creating  banks  of  issue  could 
be  refused  without  infringing  any  existing  rights.     The 

o  Documents  OfiSciels:  1872,  p.  47.  It  is  hardly  necessary  to  go  here 
into  the  different  forms  of  partnership  and  corporate  liability  recognized 
by  the  law  of  Belgium  and  other  continental  countries.  It  may  be  proper 
Jto  set  forth,  however,  that  companies  organized  en  commandite  are  partner- 
ships where  the  active  partners  are  liable  without  restriction  for  the 
liabilities  of  the  firm,  but  the  partners  en  commandite  are  liable  only  to 
the  amount  of  capital  which  they  have  invested. 
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contention  that  the  banking  system  of  Scotland  repre- 
sented the  successful  operation  of  a  system  of  note  issues 
by  corporations,  without  restriction  as  to  the  number  of 
such  corporations,  was  met  by  the  contention  that  the 
Scotch  banks  were  not  limited  liabiUty  companies,  but 
that  all  their  shareholders  were  subject  to  unlimited  ha- 
bility  and  that  nothing  prevented  the  creation  in  Belgium 
of  banks  of  issue  imder  these  conditions.'' 

Departing  from  merely  academic  interpretation  of  the 
power  to  issue  notes  imder  general  law,  which  had  not 
been  utilized  except  by  one  or  two  banks  existing  at  the 
time  of  the  law  of  1850,  M.  Pirmez  took  up  the  principles 
of  the  banking  systems  differing  from  that  of  a  single 
bank  of  issue  which  might  possibly  be  adopted,  limiting 
them  to  (i)  plurality  of  authorized  banks,  (2)  regulated 
authority  to  create  banks,  (3)  unrestricted  liberty.  He 
declared  that  none  of  these  systems  would  increase  the 
credit  circulation,, which  the  National  Bank  was  inter- 
ested in  carrying  to  the  highest  possible  figure  indicated 
by  the  presentation  of  notes  for  redemption.  New 
currents  entering  the  circulation  could  not  fill  the  reservoir 
any  higher,  but  could  only  vary  its  contents  with  a 
variety  of  bank  bills  instead  of  those  of  a  uniform  type. 
The  right  of  the  State  to  intervene  to  protect  the  interests 
of  the  pubUc  in  respect  to  uniformity,  safety,  and  conven- 
ience was  set  forth  as  follows:* 

oThis  unlimited  liabiUty  of  Scotch  shareholders  was  modified  as  the 
result  of  the  bank  failures  of  1879,  which  imposed  heavy  losses  upon 
amall  holders  of  stock;  but  the  restrictions  imposed  upon  note  issues  by 
the  act  of  1845  might  have  afforded  to  M.  Pirmez  another  ground  of 
distinction  between  the  Scotch  system  and  that  existing  under  Belgian  law. 
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"  If  one  adhered  to  this  principle  of  absolute  noninter- 
vention, the  State  should  refrain  from  controlling  the 
weight  and  fineness  of  precious  metals;  it  should  suppress 
lawful  money  and  leave  to  everyone  to  satisfy  himself  of 
the  quality  of  the  gold  and  silver  presented  to  him;  it 
should  cease  to  concern  itself  with  the  system  of  weights 
and  measures  and  refrain  from  regulating  those  which  are 
used  in  business.  No  one  will  pretend  that  it  ought  to 
act  thus,  because  no  compensating  advantage  could  be 
fotmd  in  the  inextricable  complications  which  would  arise 
from  this  revolution  in  the  usage  of  all  civilized  peoples. 
There  are  necessary  exceptions  to  this  principle  of  liberty, 
and  the  exceptions  should  be  extended  to  those  matters 
which  by  their  nature  have  to  be  accepted  by  all — by  those 
who  are  competent  to  judge  and  those  who  are  not — 
without  examination,  without  hesitation,  without  even  a 
doubt  to  delay  the  conclusion  of  a  transaction.  It  is  thus 
with  the  circulation  of  money;  and  it  should  be  thus  for 
the  same  reason  with  the  circulation  of  credit  paper.  The 
Government  would  fail  in  its  duty  if  it  did  not  take  the 
necessary  precautions  that  money  should  be  correct  in 
weight  and  fineness;  it  would  fail  equally  in  its  duty  if  it 
did  not  take  similar  measures  that  the  notes  which  replace 
cash  should  be  of  indisputable  value.  It  would  be  absurd 
to  condemn  individuals,  and  especially  the  least  enUght- 
ened,  to  perpetual  operations  in  assaying;  it  would  not  be 
less  absurd  to  demand  that  the  unlettered  should  take 
account  of  the  soundness  of  banks.  In  this  respect  it  is 
unity  which  best  attains  the  object  sought.  It  gives  by 
means  of  the  most  efficient  control  a  more  absolute  safety; 
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it  alone  gives  to  bank  notes  the  stamp  of  a  value  which 
suffers  neither  comparison  nor  discussion,  but  exactly 
represents  the  monetary  system." 

The  loophole  through  which  opposition  to  the  existing 
National  Bank  might  find  an  opening  for  a  competitive 
system  of  note  issue  is  the  provision  of  the  law  of  1850, 
creating  the  National  Bank,  that  "no  bank  of  issue  shall 
be  constituted  by  shares  except  under  the  form  of  a 
joint-stock  company  and  by  virtue  of  a  law."  This  pro- 
vision nominally  leaves  to  the  Government  the  right  to 
authorize  a  new  bank  in  case  competition  with  the  National 
Bank  should  become  advisable.  Even  in  the  preUminary 
reports  on  the  creation  of  the  Bank,  however,  in  1850,  it 
was  declared  by  M.  Frfere-Orban,  that  "the  end  which  it 
was  sought  to  attain  above  all  was  to  separate  discount 
and  issue  from  industrial  affairs;  it  was,  hence,  to  estab- 
lish unity  in  the  circulation  of  bank  bills  and  to  arrive  as 
soon  as  possible  at  the  convertibility  of  these  bills."  In 
summing  up  the  tendency  of  discussion  and  legislation  in 
Belgium,  even  Professor  Denis  declared  himself  a  partisan 
of  unity  of  issues  in  the  following  passage  from  his  report, 
submitted  to  the  chamber: " 

"  It  follows  from  this  historical  review  that,  in  spite  of 
the  persistence  of  texts,  the  spirit  of  the  legislatiu'e  and  of 
the  Government  tends  more  and  more  energetically 
towards  unity  of  issue,  having  as  a  necessary  corollary  a 
single  bank,  and  to  condemn  more  decidedly  the  ultimate 
corrective  influence  of  limited  pluraUty,  as  tending  itself 
to  engender  incalculable  evils.  All  this  builds  up  historical 
obstacles,  which  go  on  accumulating,  against  the  idea  of 

o  Documents  Parlementaires:  1900,  p.  53. 
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exciting  ultimate  competition  to  the  existing  bank  and 
renders  the  practical  application  of  it  more  and  more 
illusory.  From  this  it  follows  that  if  the  texts  are  always 
opposed  to  the  absolute  consecration  of  a  monopoly,  the 
monopoly  of  fact  is  none  the  less  more  solidly  and  more 
definitely  established." 

METHODS   OK   COIvI,ECTING   PAPER. 

The  collection  of  commercial  bills  for  very  small  amounts 
is  accomplished  at  the  National  Bank  of  Belgium  through 
an  elaborate  organization,  as  at  the  Bank  of  France.  It  is 
necessary  to  employ  a  considerable  force  of  collectors  to 
make  the  rounds  of  the  small  shops  and  collect  paper  which 
is  due  by  the  proprietors.  By  the  terms  of  Article  VIII  of 
the  charter,  one  of  the  declared  objects  of  the  Bank  is  "to 
charge  itself  with  the  recovery  of  paper  which  may  be 
remitted  to  it  by  individuals  or  establishments."  In 
carrying  out  this  function  the  Bank  acts  as  a  sort  of  central 
collection  agency  for  other  institutions.  It  was  declared 
in  the  report  of  the  Chevalier  Descamps  to  the  Senate  at 
the  time  of  the  renewal  of  the  charter  in  1900: " 

"The  presentation  to  the  Bank  of  a  great  number  of 
obligations  which  have  matured  in  the  assets  of  other 
institutions,  tends  to  transform  a  part  of  the  business  of 
discount  into  a  simple  means  of  profiting  by  the  machinery 
of  the  central  bank  to  make  collections.  It  is  remarkable 
that  securities  find  their  domicile  in  the  assets  of  the  Bank 
only  for  an  average  of  thirty-nine  days.  This  is  an  impor- 
tant and  inevitable  cause  of  reduction  of  profits  for  '  the 
bank  of  bankers '  and  one  of  the  reasons  which  should  lead 

o  Documents  Parlementaires:  1900,  p.  421. 
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our  great  establishment  of  credit  to  seek  profitable  means 
of  development,  without  departing  from  its  proper  sphere." 

The  by-laws  governing  the  internal  management  of  the 
Bank  provided  in  1907  for  a  maximum  of  16  chief  collec- 
tors and  similar  employees,  36  collectors  of  the  first  class, 
50  of  the  second  class,  and  an  unlimited  number  of  the 
third  class.  The  chief  among  these  officials  receive  sala- 
ries ranging  from  2,200  to  2,800  francs  per  year;  those  of 
the  first  class,  from  1,800  to  2,200  francs  ($350  to  $420) ; 
those  of  the  second  class,  from  1,600  to  1,800  francs;  and 
those  of  the  third  class,  from  i  ,400  to  i  ,600  francs.  After 
five  years' service,  advances  may  be  made  of  200  francs  to 
the  chiefs,  and  100  francs  to  other  employees." 

The  necessity  of  a  force  of  this  kind  to  make  regular  col- 
lections and  to  assert  the  legal  rights  of  the  Bank  is  indi- 
cated by  the  facts  published  in  the  annual  reports  in  regard 
to  defaulted  paper.  The  defaults  do  not  usually  cause 
losses  to  the  National  Bank,  because  the  paper  represents 
rediscounts,  and  that  which  is  not  paid  to  the  collectors  is 
returned  by  the  Bank  to  the  indorser  for  payment.  The 
ratio  of  delinquencies  naturally  becomes  a  little  greater  in 
a  year  of  business  depression,  hke  1908,  than  in  a  year  of 
greater  business  activity. 

The  annual  report  of  the  Bank  for  1901  shows  that  the 
total  number  of  pieces  of  commercial  paper  subject  to  collec- 
tion during  the  year  1900  coming  from  the  assets  of  the 
National  Bank  and  of  the  National  Savings  Bank  was 
3,808,195,  representing  an  amount  of  3,471,781,776  francs 
($670,000,000) .  On  this  sum  the  amount  due  at  Brussels 
consisted  of  730,497  pieces  for  a  capital  of  769,305,979 

"Lois  Organiques:  Statuts,  1907,  pp.  68-69. 
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francs  ($148,500,000).  Of  this  total  there  were  92,141 
pieces  (or  12.61  per  cent  of  the  whole)  which  were  not  paid 
at  maturity;  but  from  this  amount  54,215  pieces,  repre- 
senting a  capital  of  23,556,072  francs,  were  paid  to  the 
collectors  or  to  the  cashier  after  protest.  There  thus  re- 
mained 37,926  pieces  of  paper  unpaid,  representing 
11,677,482  francs  ($2,254,000),  which  was  returned  to  the 
indorsers  for  payment. 

In  the  provinces  there  were  129,734  pieces  of  paper 
which  were  not  paid  at  maturity,  but  71,982  pieces,  repre- 
senting a  capital  of  31,227,166  francs,  were  paid  to  the  col- 
lectors. There  thus  remained  57,752  pieces,  representing 
a  capital  of  15,265,098  francs,  which  were  returned  to  the 
indorsers  for  payment.  It  by  no  means  follows  that  this 
paper  was  ultimately  defaulted,  but  it  was  left  for  the  bank 
first  discounting  it  to  attend  to  the  detail  of  securing  its 
payment  after  making  prompt  reimbursement  to  the  Na- 
tional Bank.  The  percentages  of  paper  thus  returned 
were,  in  the  case  of  the  office  at  Brussels,  5.19  per  cent  of 
the  number  of  pieces  of  paper,  but  only  1.51  per  cent  of  the 
total  amount  of  discounts.  In  the  provinces  the  showing 
was  even  better,  representing  3.87  per  cent  of  the  number 
of  pieces  discounted  and  0.93  of  the  amount  of  dis- 
counts. =* 

The  effect  of  the  depression  of  1908  is  shown  by  a  con- 
siderable increase  in  the  percentage  of  paper  returned  to 
the  indorsers  for  pajmient.  The  total  discounts  at  Brus- 
sels represented  796,449  pieces  of  paper  for  an  amount  of 
454,249,660  francs  ($88,100,000).  Of  this  number  107,212 
pieces  were  not  paid  at  maturity,  but  60,354  pieces,  repre- 

o Rapport:  1901,  p.  10. 
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senting  a  capital  of  28,474,994  francs,  was  paid  to  the  col- 
lectors or  at  the  Bank  after  protest.  There  remained 
46,858  pieces,  representing  a  capital  of  15,557,296  francs, 
which  were  returned  to  the  indorsers  for  payment.  In  the 
provinces,  out  of  total  discounts  to  the  number  of  i  ,676,65 1 , 
representing  a  capital  of  2,015,582,898  francs,  there  were 
161,635  pieces,  or  9.64  per  cent  of  the  whole,  which  were 
not  paid  at  maturity.  The  amount  paid,  however,  to  col- 
lectors was  89,992  pieces  for  an  amount  of  42,770,692 
francs.  This  left  71,643  pieces,  representing  a  capital  of 
19,973,986  francs  ($3,860,000)  to  be  reimbursed  by  the  in- 
dorsers. The  percentage  of  the  amount  of  total  discotmts 
thus  returned  to  the  indorsers  for  payment  was  3.42  per 
cent  at  Brussels  and  0.99  per  cent  in  the  provinces.  " 

CURRENT  ACCOUNTS. 

The  National  Bank  of  Belgium  does  not  seek  to  attract 
deposits,  except  those  which  pertain  to  commercial  opera- 
tions. As  at  most  European  banks,  a  distinction  is  made 
between  credits  opened  in  favor  of  those  doing  business 
with  the  Bank,  and  consisting  essentially  of  loans  by  the 
Bank,  and  voluntary  deposits  by  persons  not  seeking  ac- 
commodation from  the  Bank.  The  term  used  for  credits 
in  favor  of  borrowers  and  others  having  accounts  with  the 
Bank  is  not  "deposits,"  but  "current  accounts"  (comptes 
courants).  The  National  Bank  has  a  large  department 
for  the  safe-keeping  of  securities,  and  the  operations  of 
this  department  appear  under  the  head  of  deposits,  while 
credits  in  favor  of  clients  of  the  Bank  are  stated  as  current 
accounts. 

"Rapport:  1909,  p.  11. 
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The  National  Bank  pays  no  interest  on  deposits  or  cur- 
rent accounts.  The  provision  that  interest  shall  not  be 
paid  is  embodied  in  the  regulations  of  the  Bank  (art.  27), 
but  not  in  the  organic  law.  This  subject  was  carefully- 
considered  at  the  time  of  the  creation  of  the  Bank,  when 
an  amendment  authorizing  the  payment  of  interest  was 
rejected.  Upon  the  motion  of  M.  Frfere-Orban  it  was 
decided,  by  33  votes  against  30,  to  leave  this  question  for 
the  statutes.  The  subject  again  came  under  debate  at 
the  renewal  of  the  charter  in  1872,  when  a  luminous  argu- 
ment was  made  by  M.  Pirmez  upon  the  fundamental  differ- 
ences between  current  accounts  drawing  no  interest  and 
deposits  drawing  interest." 

Capital,  declared  M.  Pirmez,  may  be  brought  to  a  bank 
in  connection  with  the  movement  of  business;  or  it  may 
be  brought  there  as  a  matter  of  investment.  If  the  bank 
does  not  pay  interest,  the  first  type  of  capital  alone  will 
come;  if  it  allows  interest,  it  makes  appeal  to  the  second 
type.  No  one  has  ever  disputed  that  the  National  Bank 
should,  like  all  establishments  of  the  same  sort,  receive  the 
capital  destined  to  play  a  part  in  the  current  movement  of 
commercial  operations.  By  transfers,  checks,  and  drafts 
the  funds  thus  deposited  serve  for  numerous  payments, 
which  are  accomplished  in  the  simplest  manner.  The 
result  is  substantially  the  same  as  that  derived  from  the 
issue  of  notes.  The  latter  replace  money  and  are  in  their 
turn  replaced  by  simple  written  forms.  They  belong  to 
the  functions  of  the  bank,  which  is  the  great  organism  of 
the  circulation,  and  lend  themselves  to  these  operations, 
realizing  to  the  profit  of  the  cotmtry  an  economy  in  the 
employment  of  metallic  money. 

"  Documents  Offidels:  1872,  pp.  54-56. 
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The  danger  of  such  deposits,  M.  Pirmez  declared,  is 
essentially  Umited  and  may  be  easily  avoided.  The 
amounts  deposited  do  not  receive  a  pecuniary  remunera- 
tion, but  they  receive  a  remimeration  in  services  rendered. 
Such  deposits  are  made  only  when  one  expects  to  obtain 
in  the  movements  of  business  the  advantages  which  the 
bank  asstu-es,  and  as  the  movements  of  business  are  for 
each  tradesman  a  continuing  series,  it  follows  that  after 
the  exhaustion  of  a  deposit  it  will  almost  always  be  re- 
newed. That  which  stimulated  the  first  deposit  stimu- 
lated the  later  ones.  Thus,  even  the  funds  which  com- 
mercial houses  leave  at  the  National  Bank,  rather  than 
keep  in  their  vaults  for  their  daily  needs,  disappear  only 
to  return  at  once,  because  they  constitute  the  available 
reserve  of  which  they  have  need.  From  this  perspective 
it  is  apparent  that  the  funds  thus  deposited  are  necessarily 
limited  by  the  absence  of  interest  allowances  and  that  the 
effect  of  this  limit  is  to  constitute  the  liabiUties  of  the 
bank  in  this  respect  of  deposits  which  have  in  the  aggre- 
gate a  certain  fixity. 

This  situation,  M.  Pirmez  went  on  to  argue,  is  completely 
modified  if  by  the  allotment  of  interest  deposits  become  a 
method  of  investment.  Their  advantage  disappears,  to 
give  place  to  danger.  The  funds  thus  drawn  into  the 
bank,  no  longer  contributing  to  the  movement  of  business, 
have  no  influence  on  the  circulation.  They  would  realize 
none  of  the  progress  which  is  the  organic  end  of  the  Na- 
tional Bank.  There  were  other  establishments  in  the 
country  which  received  funds  and  paid  interest  upon  them. 
Such  funds,  through  the  intermediary  of  these  establish- 
ments, went  where  they  were  called  by  the  needs  of  in- 
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dustry  and  commerce.  What  profit  would  there  be  in 
withdrawing  them  from  one  place  to  send  them  to  another? 
While  the  advantages  of  such  an  operation  were  only  ap- 
parent, the  dangers  would  be  real.  No  limit  would  be 
fixed  by  conditions  to  these  investments.  To  what  figure 
might  they  not  rise,  to  what  fluctuations  might  they  not 
be  subjected,  in  periods  of  crisis? 

As  the  result  of  adherence  to  this  policy  the  debtor 
current  accounts  form  but  a  small  proportion  of  the  obli- 
gations of  the  National  Bank,  but  being  commercial 
accoimts,  their  movement  is  extremely  rapid.  While 
the  current  accounts  of  other  Belgian  banks  have  increased 
enormously  with  the  expansion  of  the  business  of  the 
country,  the  balance  of  such  accounts  at  the  National 
Bank  has  remained  comparatively  stationary^  Thus,  the 
Socidtd  Gdn6rale,  which  still  does  a  large  business  in 
Belgium,  showed  an  increase  of  its  obligations  to  outsiders 
from  121,900,000  francs  ($23,530,000)  at  the  close  of  1890 
to  426,200,000  francs  ($82,260,000)  at  the  close  of  1.908." 

The  movement  of  accounts  at  the  National  Bank  has 
increased  somewhat  within  the  generation  since  the  renewal 
of  the  charter  in  1872,  but  even  at  the  close  of  business 
on  December  31,  1908,  the  balance  of  current  accoimts 
was  only  100,716,555  francs  ($19,450,000)  out  of  total 
liabiUtie^  of  1,019,461,475  francs  ($196,800,000),  not 
including  deposits  of  securities  and  other  special  fxmds  in 
the  custody  of  the  Bank.  The  rapidity  of  the  movement 
of  these  balances  is  indicated,  however,  by  the  fact  that 
the  total  amount,  which  includes  the  deposit  of  the  General 
Bank  of  Savings  and   Retirement,  was   29,920,581,000 

»  Moniteur  des  Int6r§ts  Mat^riels:  February  28,  1909,  p.  705. 
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francs,  or  more  than  four  hundred  times  the  amount  of 
the  average  annual  balance.  The  following  table  shows 
the  magnitude  of  these  transfers  of  funds  for  representative 
years : 

Movement  of  current  accounts. 


Year. 


Total  receipts 
and  payments. 


Average  bal- 
ance during 
year. 


Balance. 
Dec.  31. 


1892 
1897 
1900 
1901 
1902 
1903 
1904 
1905 
1906 
1907 
X908 


Francs. 
8,061,899. 170 
10,811,595,273 
15, 296,563,969 
14, 746, 108, 566 
14,686,513,  704 
16, 292, 981,371 
17,382,097,077 
20,522,  122,333 
24,343,563,429 
29, 290,671,  685 

29,920,581, 752 


Francs. 
30,813,814 
42,941.738 
S3. 316. 779 
60.644,  173 
58.764,239 
54,496,884 
61,043,893 
63,189,681 
68,817,481 
63.405.963 
63,  262, 728 


Francs. 

69.340,318 

93.892.514 

81.754.197 

89. 513. 811 

78.854,638 

86,971.009 

93.374,199 

98,615,552 

95, 128,921 

87,573.81a 

100,716,555 


Application  for  the  opening  of  a  current  account  is 
made  by  addressing  a  letter  to  the  governor  of  the  Bank 
or,  at  the  branches,  to  the  local  agent.  If  a  corporation 
is  concerned,  the  request  must  set  forth  the  character  of 
the  corporation  and  the  signatures  of  the  members, 
managers,  or  persons  who  have  authority  to  sign.  These 
applications  are  passed  upon  by  the  council  of  adminis- 
tration. When  granted  they  are  recorded  in  the  pro- 
ceedings and  the  interested  parties  are  advised.  Owners 
of  current  accounts  are  advised  every  six  months  of  the 
balance  to  their  credit,  and  are  required  to  acknowledge 
such  advices  and  state  if  the  balance  given  is  in  accord 
with  their  books. 

The  Bank  assumes  for  persons  having  current  accounts 
collections  and  payments  in  each  locality  where  it  has  an 
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office.  Payments  may  be  made  into  any  branch  of  the 
Bank  for  any  holder  of  a  current  account  at  Brussels  or 
in  the  provinces.  Deposits  of  paper  for  collection  must 
not  be  made  more  than  eight  days  before  maturity.  For 
paper  payable  in  the  locality  where  it  is  deposited  a 
charge  is  collected  of  lo  centimes  (2  cents)  and  one-eighth 
per  1,000  upon  the  amount  of  the  document.  For  paper 
payable  in  another  locality  than  that  where  it  is  deposited 
the  charge  is  20  centimes  per  piece  and  one-eighth  per 
1,000  upon  the  amount  of  the  document.  Paper  for 
collection  in  the  same  place  must  be  deposited  at  least 
three  days  before  maturity  by  noon.  Paper  to  be  col- 
lected elsewhere  must  be  deposited  at  least  five  days 
before  maturity  by  10  o'clock.  Such  paper  should  bear 
the  receipt  of  the  person  having  the  account,  preceded 
by  the  words  "to  be  collected  through  the  intervention 
of  the  National  Bank  of  Belgium."  Such  documents 
should  be  presented  at  the  wicket  of  current  accounts  in 
a  closed  envelope  bearing  the  name  of  the  owner,  the 
number  of  pieces  and  amount  of  the  paper  deposited,  the 
date  of  maturity,  and  the  cost  of  collection.  Separate 
envelopes  should  be  provided  for  paper  to  be  collected 
in  the  same  place,  paper  without  charges  (sans  frais)  for 
collection  in  another  place,  and  paper  under  protest  for 
collection  in  another  place. 

The  Bank  does  not  make  itself  responsible  for  the  per- 
formance of  any  formality  nor  for  protested  paper  pay- 
able in  the  locality  where  the  owner  is  domiciled,  nor 
does  it  assume  any  responsibility  in  case  of  the  loss  of 
documents  which  are  remitted  to  it  for  collection.  .  The 
Bank  attends  to  the  protest  of  paper  drawn  on  a  different 
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place  remitted  as  protested  paper.  The  Bank  will  not 
protest  checks.  These  are  to  be  included  among  the 
documents  described  as  paper  without  charges.  The 
Bank  formerly  advised  beneficiaries  of  payments  made  to 
their  credit  by  third  parties,  but  did  not  carry  out  this 
formality  in  regard  to  payments  made  for  the  account 
of  banking  and  exchange  houses.  During  the  year  1908 
this  rule  was  made  of  general  application.''  Payments 
are  required  to  be  of  at  least  1,000  francs,  but  various 
state  enterprises  are  exempt  from  this  requirement. 
While  scrutinizing  as  far  as  possible  the  regularity  of  the 
drafts  which  it  pays,  the  Bank  assumes  no  responsibility 
for  the  genuineness  of  the  signatures. 

The  owners  of  a  current  account  have  the  option  of 
making  acceptances  payable  at  the  office  of  the  bank  where 
the  account  is  kept.  An  acceptance  is  made  upon  an  advice 
signed  by  the  owner  of  the  current  account,  which  should 
reach  the  bank  at  least  three  days  before  maturity  and 
contain  the  names  of  the  drawers  and  their  domicile, 
with  the  amount  and  maturity  of  the  obligation.  Paper 
which  is  paid  is  returned,  upon  the  surrender  of  a  receipt, 
at  the  wicket  of  current  accounts.  Current  accounts 
may  be  canceled  by  resolution  of  the  council  of  adminis- 
tration. This  measure  is  taken  against  holders  who  do 
not  conform  to  the  requirements  of  the  rules  or  who  draw 
checks  or  orders  without  sufficient  funds.  * 

THE   CUSTODY   OP  SECURITIES. 

The  National  Bank  of  Belgium  performs  a  function 
common  to  most  European  banks,  which  is  performed  in 

o  Rapport:  1909,  p.  25. 
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America  chiefly  by  safe-deposit  companies.  This  is  the 
guardianship  of  securities,  precious  metals,  and  gold  and 
silver  money  in  deposit  boxes.  The  manner  of  dealing 
with  these  deposits  differs  somewhat  in  Europe,  however, 
from  the  method  pursued  in  the  United  States.  The 
principal  differences  consist  in  the  fact  that  deposits  and 
withdrawals  are  made  under  the  eye  of  the  bank,  and  the 
character  and  amount  of  the  deposits  are  on  record, 
instead  of  being  known  only  to  the  depositor. 

The  Bank  does  not  accept  deposits  in  a  collective 
name,  in  the  name  of  a  married  woman  without  separa- 
tion of  property,  or  for  minors  or  those  incapacitated, 
except  by  virtue  of  special  authority.  All  deposits  are 
inclosed  in  metal  boxes,  closed  with  a  key,  and  stamped 
with  the  seal  of  the  depositor.  The  dimension  of  the 
boxes  is  not  permitted  to  exceed  a  cubic  half  meter  (about 
a  half  yard)  and  each  such  box  constitutes  for  adminis- 
trative purposes  a  separate  deposit. 

At  the  time  of  the  creation  of  the  deposit  the  agents 
charged  with  this  service  may  require  the  opening  of  the 
box  which  contains  it  in  order  to  verify  its  character.  A 
record  is  made  in  duplicate  in  a  copying  book.  One  copy, 
indorsed  first  by  the  agent  who  has  received  the  deposit 
and  then  by  the  chief  accountant,  is  remitted  to  the 
depositor,  signed  in  the  name  of  the  governor  by  the 
director  charged  with  supervision  of  this  service.  The 
other  copy,  indorsed  with  the  signature  of  the  depositor, 
and  further  protected  at  the  same  time  by  his  seal, 
remains  on  file.  Contrary  to  the  pohcy  of  some  Euro- 
pean banks,  these  acts  or  certificates  of  deposit  are  not 
transferable.     The  bank  restores  the  deposit  only  on  pres- 
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entation  of  the  original  record  and  written  acknowledg- 
ment. It  reserves,  moreover,  the  right  to  make  such 
restoration  at  Brussels  or  at  the  branch  at  Antwerp, 
rather  than  at  the  agencies." 

The  charge  for  the  custody  of  deposits  is  levied  on  an 
amount  not  less  than  25,000  francs  and  is  payable  in 
advance  for  each  six  months.  The  amount  is  one-half 
franc  per  1,000  francs,  but  can  not  be  less  than  25  francs. 
The  number  of  small  depositors  is  large,  the  number  in 
1899  having  been  i  ,024  out  of  a  total  number  of  depositors 
of  2,995.''  While  the  deposit  vaults  are  at  Brussels,  the 
agents  of  the  Bank  in  the  provinces  have  since  1897 
received  securities  for  transmission  to  the  head  oflBce  of 
the  Bank.  Depositors  in  such  cases  are  required  to  pay 
the  costs  of  carriage  and  insurance. 

The  Bank  performs  not  merely  the  function  of  cus- 
todian, but  of  collector  and  administrator  of  securities  in 
its  custody,  as  do  other  European  banks.  A  slight  addi- 
tional charge  is  made  for  such  services,  but  they  are  per- 
formed with  much  saving  of  labor  to  the  depositor. 
Among  the  services  thus  performed  are  the  collection  of 
interest  and  dividends  upon  the  securities  on  deposit; 
the  collection  of  premiums  and  the  original  capital  in  case 
of  reimbursement;  the  ultimate  reinvestment  of  sums 
thus  collected;  payments  upon  securities  not  fully  paid; 
and  the  purchase  of  securities  to  be  deposited  and  the 
sale  of  those  already  on  deposit. 

The  fact  that  deposits  and  withdrawals  are  recorded 
when  made  enables  the  Bank  to  present  accurate  statistics 

a  Noel,  I,  p.  522. 

6  Documents  Parlementaires:  1900,  p.  427. 
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of  the  face  value  of  such  securities.  The  amount  on  ac- 
count of  individual  depositors  has  increased  rapidly  in 
recent  years.  The  following  table  shows  the  amount  of 
such  deposits  by  individuals,  with  the  number  of  separate 
accounts,  the  number  of  depositors  with  a  capital  less 
than  5,000  francs,  and  the  charges  collected  by  the  Bank 
for  the  service  performed: 

Atnount  and  character  of  safety  deposits. 


December  31- 


Declared 
value. 


Total 
number  of 
depositors. 


Number  of 

depositors 

below  s.ooo 

francs. 


Amount 
collected. 


1893. 
1897. 
1900. 
1902. 
1904. 
1905. 
1906. 
1907. 
1908 


Francs. 
174,  920,  on 
255.715.488 
390, 762, 246 
523. 790. 188 
615,088.837 
674,085,374 
763.713. 745 
790,884, 741 
831,031,894 


6,  236 
7,124 
8,405 
9.  632 
10, 649 


2,  922 
3,357 
4.04s 
4.  624 
5.152 


Francs. 
155. 4SO 
203,759 
242, 735 
275, 766 
311, 068 
340,663 
399,031 
393,444 
401,327 


The  deposits  represent  a  great  many  varieties  of  securi- 
ties. The  number  at  the  close  of  1904,  when  the  figures 
were  first  included  in  the  annual  report,  was  2,403,  which 
increased  at  the  close  of  1908  to  3,186. 

These  voluntary  deposits  of  individuals  represent  only  a 
fraction  of  the  amount  of  securities  in  the  custody  of  the 
National  Bank.  By  far  the  greater  portion  of  such 
deposits  comes  from  various  public  funds  of  which  the 
Bank  has  been,  under  various  laws,  made  the  legal  cus- 
todian. Reference  to  the  rapid  increase  of  these  de- 
posits and  their  origin  is  made  in  this  report  in  connection 
with  the  services  performed  by  the  Bank  for  the  State. 
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Some  idea  of  the  increase  in  the  amount  within  the  brief 
interval  of  ten  years  may  be  gathered  from  the  following 
table: 

Deposits  of  securities  by  the  Government. 


December  31 — 


Deposits  in  pub- 
lic funds. 


Securities  of 

the  savings 

bank. 


Official 
bonds,  etc. 


1898 
1900 
1902 
1904 
1 90s 
1906 
1907 
1908 


Francs. 
998,625.433 
995.330. 229 
, 784.449.059 
,859. 113.471 
,07S. 088, 082 
.083. 17s,  768 
, 845, 206, 829 
, 752, 298, 02S 


Francs. 
152.934,897 
198.579.470 
219. 195. 09S 
235,545.265 
247. 026. 600 
268,903,352 
241,356, 868 
234, 322, 6S0 


Francs. 
13, 120,803 
13,504,687 
13,265,465 
II. 767, 128 
12,038,567 
12,049.845 
12,790. 175 
12. 598. 206 


MANAGEMENT   OK   THE    BANK. 

The  management  of  the  National  Bank  is  in  the  hands 
of  a  governor  and  six  directors,"  who  make  yp  the  admin- 
istrative council.  The  governor  is  appointed,  suspended, 
and  dismissed  by  the  King.  The  six  directors  are  elected 
by  the  shareholders.  The  shareholders  also  elect  the 
council  of  censors,  a  supervisory  body  which  inspects  the 
accotmts  and  whose  approval  is  required  for  important 
measures  of  policy. 

The  governor  represents  the  State  in  its  control  over 
the  operations  of  the  Bank.  He  is  appointed  for  five  years 
and  may  be  reappointed  indefinitely.  He  can  not  be  a 
member  of  the  legislative  body  or  draw  a  state  pension. 

"The  word  "director"  (directeur)  as  used  on  the  Continent  does  not 
mean  merely  a  member  of  a  supervisory  board,  as  in  the  United  States,  but 
rather  an  active  officer,  conforming  more  to  the  American  term  "officer'" 
or  "manager." 
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He  presides  in  all  councils  and  meetings  of  the  Bank,  exe- 
cutes their  decisions,  and  is  charged  with  the  enforcement 
of  the  laws  and  regulations.  He  has  the  right  to  suspend 
the  taking  effect  of  decisions  made  by  the  administrative 
council,  in  order  to  submit  them  to  the  general  assembly 
of  the  shareholders,  which  he  may  call  for  urgent  emer- 
gencies. It  is  his  duty  to  suspend  and  report  to  the  Gov- 
ernment every  act  of  the  council  which  he  deems  contrary 
to  the  statutes  of  the  Bank  or  adverse  to  the  interests  of 
the  State.  If  the  Government,  having  considered  the  con- 
clusions reached  by  the  governor,  fails  to  come  to  a  decision 
within  a  fortnight  after  his  protest,  the  act  can  be  carried 
out. 

The  governor  has  the  casting  vote  in  meetings  of  the 
administrative  council.  He  signs  all  documents  making 
engagements  for  the  Bank  after  they  have  received  the 
signatures  of  the  secretary  and  treasurer,  or  one  director 
in  lieu  of  either.  He  represents  the  administrative  council 
in  the  courts,  and  also  has  authority  over  all  the  agents 
of  the  Bank,  and  can  suspend  them  without  reference  to 
the  administrative  council.  He  must  own  50  shares  of  the 
Bank's  stock  as  security  for  the  performance  of  his  duty. 
The  Eling  selects  a  vice-governor  from  among  the  directors, 
who  acts  instead  of  the  governor  in  case  of  the  latter's 
absence,  incapacity,  or  suspension. 

The  six  directors  are  chosen  by  the  general  assembly, 
and  must  be  Belgian  citizens  (native-bom  or  naturaUzed) 
and  reside  in  Brussels.  They  are  appointed  for  six  years, 
and  may  be  reelected.  Each  director  must  own  at  least 
25  shares  in  the  National  Bank,  and  none  of  them  can 
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belong  to  the  administrative  council  of  any  other  bank. 
Besides  their  general  functiohs,  each  is  intrusted  with  the 
control  of  one  department  or  more  of  the  Bank,  and  has 
authority  over  the  employees  under  him.  Every  director 
receives  a  salary  of  6,000  francs  and  has  a  share  in  the 
profits.  The  director  filling  the  office  of  vice-governor  has 
an  extra  allowance  of  3,000  francs.  The  administrative 
council,  consisting  of  the  governor  and  directors,  holds 
regular  meetings  three  times  a  week,  and  special  meetings 
whenever  necessary.  It  considers  all  the  concerns  of  the 
Bank,  especially  the  rate  on  credits  and  advances,  and  dis- 
count affairs  in  general,  and  gives  particular  attention  also 
to  the  purchase  of  securities  and  to  legal  issues  in  which 
the  Bank  may  become  involved.  Finally,  it  appoints  and 
discharges  the  employees  and  determines  their  salaries. 
In  all  matters  it  advises  with  the  censors. 

The  censors  are  named  by  the  general  assembly  of  the 
shareholders  for  terms  of  three  years.  They  retire  in 
different  years — three  going  out  the  first  year,  two  the 
second,  and  two  the  third.  Each  censor  must  have  10 
shares  of  bank  stock.  They  also  receive  a  portion  of  the 
profits.  The  council  of  censors  meets  at  the  call  of  the 
governor  whenever  conditions  make  it  desirable,  but  not 
less  than  once  a  month.  It  requires  the  presence  of  a 
majority  of  the  seven  censors  to  do  business.  They  have 
supervision  over  all  transactions,  audit  the  books,  and 
vote  the  budget  of  expenses  prepared  by  the  administra- 
tive council.  They  are  responsible  for  modification  of 
the  discount  rate  and  all  important  matters  affecting  dis- 
counts and  advances. 
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The  governor,  directors,  and  censors  constitute  the 
general  council,  which  meets  on  the  last  Saturday  of  each 
month.  The  general  council  keeps  under  its  cognizance 
the  situation  of  the  Bank,  and  acts  on  all  questions  stib- 
mitted  to  it  relating  to  the  laws  and  regulations.  It 
apportions  the  profits,  and  controls  matters  relating  to 
the  manufacture  and  issue  of  bank  notes.  It  selects  a 
discount  committee  from  among  merchants  or  old  clients, 
which  examines  the  paper  presented  for  discount  and 
determines  what  to  accept  and  what  to  reject. 

The  State  designates  a  governolent  commissioner  (whose 
salary  the  bank  pays),  to  exercise  the  functions  of  a 
comptroller,  especially  with  regard  to  discounts  and  the 
note  circulation.  He  has  the  right  to  look  into  the  busi- 
ness condition  of  the  Bank  and  to  inspect  its  books.  He 
has  the  right  to  attend  meetings  of  the  various  boards  of 
the  Bank,  including  the  general  assembly,  and  to  speak 
at  siich  Hiieetings,  but  not  to  vote. 

The  compensation  of  the  governor,  fixed  by  the  King, 
is  18,000  francs,  but  in  addition  he  receives  the  use  of  a 
fine  house,  handsomely  furnished  and  heated,  with  several 
employees  furnished  by  the  Bank,  and  a  share,  with  the 
directors,  in  the  annual  profits.  The  share  allotted  to  the 
governor  and  directors  is  4  per  cent  of  the  excess  of  profits 
after  the  payment  of  the  first  dividend  of  4  per  cent  to 
the  shareholders.  The  proportion  of  the  profits  may 
however,  by  article  61  of  the  statutes,  be  limited  by  vote 
of  the  general  assembly  to  80,000  frames  semiannually  for 
the  board  of  directors  and  17,500  francs  for  the  censors. 

The  general  assembly  of  the  shareholders,  which  meets 
twice  a  year,  or  more  often  if  required,  consists  of  those 
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shareholders  who  are  owners  of  at  least  lo  registered 
shares,  which  must  be  registered  in  their  names  for  at 
least  twenty  days  before  the  meeting  or  be  deposited  at 
the  head  office  of  the  Bank  or  at  agencies  designated  by 
the  directors.  As  the  shares  of  the  Bank  sell  for  about 
4,500  francs,  a  person  qualified  to  vote  in  the  general 
assembly  must  have  an  investment  of  the  present  value  of 
about  45,000  francs  ($8,685).  A  shareholder  can  be  rep- 
resented by  proxy  only  by  another  shareholder  entitled  to 
vote,  but  associations  and  corporations  may  be  represented 
by  a  member  designated  for  the  purpose  and  minors  and 
persons  under  guardianship  by  their  guardians  or  trustees. 
No  one  is  allowed  more  than  ,5  votes  as  a  shareholder, 
whatever  may  be  the  number  of  his  shares,  nor  more  than 
5  votes  as  attorney,  whatever  may  be  the  mnnber  of  his 
principals. 

The  regular  meetings  of  the  general  assembly  take  place 
on  the  last  Monday  of  February  and  the  last  Monday  of 
August.  The  assembly  passes  upon  the  balance  sheet  of 
the  preceding  half  year,  if  necessary,  and  that  of  the  Feb- 
ruary meeting  receives  the  report  of  the  directors  on  the 
operations  of  the  previous  year  ending  December  31, 
At  the  August  meeting  the  directors  and  the  censors  are 
elected  who  are  to  take  office  at  the  begirming  of  the  fol- 
lowing year,  and  at  either  of  these  meetings  vacancies 
may  be  filled  which  have  been  caused  by  death,  resignation, 
or  otherwise. 

An  extraordinary  meeting  of  the  general  assembly  may 
be  called  whenever  the  administrative  council  considers 
it  expedient.  Such  a  special  meeting  must  be  called  when 
it  is  demanded  by  the  board  of  censors  or  by  not  less  than 
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20  shareholders  entitled  to  vote  and  also  when  the  number 
of  directors  or  the  number  of  censors  is  reduced  to  4. 
Such  meetings  are  called  by  registered  letters  sent  to 
shareholders  of  record  having  a  right  to  vote  at  least 
fifteen  days  in  advance  of  the  meeting  and  by  publication 
in  the  "  Moniteur  "  and  in  two  other  principal  daily  papers 
of  Brussels  one  month  before  the  date  of  the  meeting. 
The  latter  interval  may,  however,  be  reduced  to  fifteen 
days,  if  the  general  council  consider  it  necessary. 

The  general  assembly  may  deliberate  on  subjects  set 
forth  in  the  notice  of  the  meeting,  and  which  are  placed 
before  them  either  by  the  directors  or  the  board  of  censors, 
and  also  on  propositions  signed  by  5  members  which 
have  been  transmitted  to  the  directors  at  least  ten  days 
before  the  meeting,  to  be  placed  on  the  order  of  the  day. 
Elections  and  revocations  are  made  by  secret  ballot.  On 
other  propositions  and  subjects  the  voting  is  done  by  yeas 
and  nays.  A  majority  of  those  voting  is  required  to  elect 
an  officer.  Directors  or  censors  can  be  dismissed  only  by 
a  vote  of  three-quarters  of  the  votes  cast,  which  must 
represent  at  least  one-half  of  the  capital  stock  of  the  bank." 

The  acts  of  the  general  assembly  are  valid  only  when  the 
niunber  of  shares  represented  is  at  least  20,000  out  of  the 
50,000  outstanding.  At  a  meeting  where  the  absence  of 
a  quorum  is  thus  developed  it  is  permissible  for  the  owners 
of  less  than  10  shares  to  combine  and  place  them  in  the 
charge  of  shareholders  having  the  right  to  vote.  Resolu- 
tions at  such  meetings  must  be  carried  by  a  vote  of  at 
least  two-thirds  and  are  effective  only  when  approved  by 
the  governor. 

»  Lois  Organiques:  Statuts,  pp.  36-39. 
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In  1898  the  number  of  registered  shares  was  26,200  and 
shares  to  bearer  23,800.  At  the  close  of  1908  the  number 
registered  was  24,221  and  the  number  to  bearer  was  25,779. 
In  1898  the  registered  shares  were  divided  between  999 
owners,  of  which  673  possessed  at  least  the  10  shares 
required  to  participate  in  the  atmual  meetings.  In  1908 
the  24,221  registered  shares  were  distributed  between  889 
owners,  of  which  584  possessed  at  least  10  shares. 

INTERNAI.  ORGANIZATION   AND   PERSONNEI,. 

Employment  in  the  clerical  grades  of  the  National  Bank 
of  Belgium  is  not  remunerated  with  large  salaries,  but  is 
likely  to  be  permanent  if  the  employee  is  faithful,  and  is 
followed  by  allowances  for  old  age  and  retirement  after  a 
certain  period  of  service.  In  order  to  enter  the  employ- 
ment of  the  Bank  it  is  necessary  to  be  not  less  than  18  nor 
more  than  28  years  of  age.  The  applicants  must  pass  an 
examination  and  be  in  position  to  furnish  the  bond  re- 
quired for  faithful  service.  The  examination  may  be  dis- 
pensed with  in  the  case  of  graduates  of  commercial  and 
consular  schools.  Preference  is  given  to  graduates  know- 
ing, in  addition  to  French,  the  Flemish,  English,  and  Ger- 
man languages,  and  in  those  positions  involving  contact 
with  the  Flemish  element  of  the  population,  including 
Brussels,  knowledge  of  Flemish  is  required.  No  one  is 
promoted  to  a  higher  grade  tmless  he  has  served  two  years 
in  his  present  grade,  and  no  one  can  attain  an  increase  of 
salary  until  he  has  served  two  years  at  his  current  rate  of 
pay  when  the  latter  is  above  1,800  francs  ($347.40);  but 
these  rules  may  be  suspended  if  the  interests  of  the  Bank 
require  or  if  eseceptional  services  are  to  be  recompensed. 
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The  council  of  administration  is  also  authorized  to  confer 
special  employments,  either  temporary  or  permanent,  upon 
persons  chosen  from  the  ranks  of  the  Bank  or  from 
outside." 

Employees  who  are  incapable  of  fulfilling  their  functions 
by  reason  of  temporary  disabiUty,  those  who  have  ob- 
tained a  leave  for  a  long  term,  those  whose  places  have 
been  suppressed  and  to  whom  a  waiting  allowance  has  been 
allotted,  and  those  who  have  been  suspended  from  their 
functions  by  way  of  discipUne,  are  put  in  a  class  known  as 
the  "inactive."  Inactivity  is  Umited  to  two  years,  but 
may  in  special  cases  be  prolonged  to  four  years  by  decision 
of  the  council.  Those  who  are  on  the  inactive  roll  by  rea- 
son of  temporary  disability  enjoy  a  compensation  of  half 
their  regular  salary  where  they  h.ave  seen  ten  years  of  serv- 
ice or  less  and  three-quarters  of  their  regular  salary  where 
they  have  seen  more  than  ten  years'  service.  It  is  left  to 
the  administrative  council  to  fix  the  waiting  salary  of  those 
who  are  on  the  inactive  list  as  a  meastue  of  discipline. 

Employees  are  not  allowed  to  hold  a  place  outside  the 
Bank  unless  by  authority  of  the  cotmcil  of  administration. 
Absolute  secrecy  is  enjoined  upon  employees  in  regard  to 
all  the  operations  of  the  estabUshment.  The  penalties 
provided  for  violation  of  the  rules  of  the  Bank  are  the 
reprimand,  deprivation  of  salary,  suspension  of  functions, 
transfer  to  the  inactive  list,  reduction  by  one  or  several 
grades,  and  dismissal.  These  penalties  can  be  inflicted 
only  after  the  employee  has  had  an  opportunity  for  expla- 
nation.* 

o  Lois  Organiques:  Statuts,  pp.  62-66. 
b  Ibid.,  pp.  67-68 
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The  hours  during  which  the  Bank  is  open  to  the  pubUc 
are  from  9.30  to  3.  The  working  hours ^re  from  9.30  to  4, 
but  employees  are  bound  to  work  longer  if  the  needs  of  the 
service  require.  Leaves  of  absence  are  not  ordinarily  al- 
lowed to  exceed  two  weeks. 

The  salaries  paid  to  subordinates  at  the  Bank,  as  already 
stated,  are  small,  in  accordance  with  the  modest  cost  of 
living  in  Belgium.  The  adequacy  of  these  salaries  was  the 
subject  of  a  lively  discussion  in  the  Chamber  of  Deputies 
pending  the  renewal  of  the  charter  in  1900.  An  amend- 
ment was  offered  by  M.  Bertrand,  proposing  that  the  Bank 
should  establish  a  scale  of  salaries  which  should  be  sub- 
mitted for  approval  to  the  Minister  of  Finance  and  PubUc 
Works  and  that  no  salary  should  be  less  than  1,200  francs 
($231.60)  per  year.  It  was  further  provided  that  active 
collectors  should  draw  from  1,800  to  2,100  francs  and  that 
the  minimum  for  employees  in  the  bureaus  should  be  i  ,500 
francs."  This  amendment  was  ultimately  rejected  by  a 
vote  of  19  in  the  affirmative  and  61  in  the  negative,  but  the 
discussion  threw  some  interesting  light  on  the  position  and 
compensation  of  various  classes  of  employees.  The  Social- 
ist members  made  themselves  champions  of  the  minor  em- 
ployees of  the  Bank  and  pointed  out  the  difficulty  of  living 
on  the  modest  allowances  which  they  received. 

M.  Defnet  declared  that  the  National  Bank  recruited  a 
certain  number  of  its  collectors  from  former  subaltern 
officers  of  the  army,  who  gave  up  their  posts  after  an  ex- 
perience of  eight  years  without  any  trade  or  position  and 
became  applicants  fof  places  on  the  police  or  at  the  Bank. 
These  yoimg  men,  he  declared,  who  had  practically  been 

o  Discussions  Parlementaires:  1900,  sitting  of  February  9,  p.  727. 


National      Bank      of      Belgium 

employed  for  sixteen  years  in  the  army,  knew  nothing 
of  civil  life.  They  are  thoroughly  disciplined  by  long 
service  in  the  regiment  and  the  Bank  seeks  them  out  and 
offers  them  the  place  of  a  collector  at  an  average  of  70 
francs  per  month,  the  minimum  which  is  guaranteed.  M. 
Defnet  read  a  letter  from  one  of  these  employees,  declar- 
ing that  their  situation  was  far  from  being  brilUant  or  en- 
viable. Entering  the  service  as  supernumeraries  at  4 
francs  per  day  with  a  minimum  pay  assufed  of  70  francs 
($13.51)  per  month,  they  obtained  after  two  years  an  in- 
crease of  50  centimes  per  day  and  a  minimum  of  80  francs 
($15.46)  per  month.  After  five  years  they  are  accorded  5 
francs  per  day,  with  a  minimum  of  90  francs  per  month. 
At  the  end  of  five  years'  apprenticeship  of  this  sort  they 
became  collectors  of  the  second  class  at  1,400  francs 
($270.20)  per  year,  where  they  remained  for  six  years  be- 
fore obtaining  1,600  francs,  and  another  six  years  before 
being  promoted  to  the  first  class  with  1,800  francs.  M. 
Defnet  continued  by  referring  to  the  brigadiers,  who  super- 
intend the  collectors,  who  might  at  the  end  of  twenty-five 
years  of  service  draw  2,400  francs  ($463.20).  These  em- 
ployees, he  declared,  were  daily  in  contact  with  the  public, 
which  subjected  them  to  expenses  greater  than  those  of 
other  employees  or  laborers,  including  being  well  clothed 
and  wearing  clean  linen.  Continuing,  M.  Defnet  ex- 
claimed : 

"Do  you  believe,  gentlemen,  that  it  is  easy  to  five  at 
Brussels,  where  the  cost  of  hving  is  so  high,  where  rents 
are  at  unapproachable  figures,  on  70  francs  per  month? 
Do  you  beUeve  that  it  is  possible,  with  such  a  salary,  to 
honestly  support  a  family?    And  even  this  monthly  salary 
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of  70  to  80  francs  they  do  not  always  receive,  for  here  is 
what  I  find  in  the  rules  regarding  the  collectors  of  the 
Bank:'' 

" '  Errors  of  calculation,  the  acceptance  of  money  which 
is  not  legal  tender,  bills  torn  or  valueless,  shall  be  charged 
to  them.' 

"The  fund  for  these  collectors  is  not  available  for  errors 
below  25  francs,  and  it  is  these  errors  which  are  most 
numerous." 

It  developed  during  the  debate  that  the  Umitation  au- 
thorized by  article  61  of  the  statutes,  by  which  the  share 
of  the  profits  allotted  to  the  directors  might  be  Umited 
to  80,000  francs  for  each  six  months,  had  not  been  put  in 
operation.  It  was  stated  that  the  governor  at  that  time 
received  50,000  francs  as  his  share  of  the  atmual  profits, 
making  with  his  salary  of  18,000  francs  a  total  compen- 
sation of  68,000  francs  ($13,124)  in  addition  to  his  hand- 
some habitation — fturnished,  heated,  and  lighted.  The 
vice-governor  received  47,000  francs,  each  of  the  directors 
44,000  francs,  and  the  censors  7,500  francs. 

It  was  suggested  by  the  representatives  of  the  Govern- 
ment that  the  adequacy  of  the  salaries  paid  was  demon- 
strated by  the  ability  of  the  Bank  to  obtain  all  the  help 
it  needed  in  competition  with  the  joint-stock  and  private 
banks  and  other  employments.  It  was  declared  also  by 
M.  Liebaert,  Minister  of  Railways,  Posts,  and  Telegraph, 
that  there  was  a  fund  of  73,000  francs  for  making  up  losses 
on  the  part  of  the  collectors  to  the  amount  of  50  per  cent 
where  such  losses  were  above  20  francs.  It  would  not  do, 
said  M.  Delbeke,  to  hold  the  employees  entirely  free  from 

o  Discussions  Parlementaires:  igcxs,  p.  737. 
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responsibility  for  losses,  because  it  would  impair  their  vigi- 
lance. M.  Delbeke  declared  also  that  he  did  not  claim 
perfection  for  the  entire  mechanism  of  the  Bank  and  that 
a  project  for  the  improvement  of  the  position  of  the  em- 
ployees was  in  course  of  preparation.  This  declaration 
was  greeted  with  derision  from  the  SociaUst  benches,  and 
it  was  said  by  M.  Bertrand  that  it  recalled  the  old  sign  of 
the  barber,  "F'ree  shaves  to-morrow."" 

The  promise  of  M.  Delbeke  was  not  carried  out  on  a  large 
scale  at  that  time,  but  in  recent  years  better  care  has  been 
taken  of  the  employees  and  the  Bank  has  extended  the 
insurance  fund  for  retirement  and  old  age.  For  several 
years  small  amounts  were  set  aside  for  this  purpose,  reach- 
ing during  the  first  six  months  of  1906,  3.1,246  francs 
($6,000).  At  the  close  of  1906,  however,  it  was  recom- 
mended that  out  of  the  abundant  earnings-  of  the  Bank 
a  sum  should  be  set  aside  of  250,000  francs  for  the  exten- 
sion of  institutions  of  insurance  and  old.  age.  It  was  stated 
in  the  annual  report  for  1906  that  the  organization  of  such 
a  fund  among  the  personnel  of  the  Bank;  extended  back 
to  1880,  but  so  numerous,  varied*  and  unforseen  had  been 
the  necessities,  which  the  Bank  could  not  afford  to  disre- 
gard in  a  personnel  of  695  employees,  that  the  fund  pre- 
viously provided  was  incapable  of  taking  charge  of  the 
widows,  orphans,  and  employees.  The  administration  had 
never  failed  to  meet  such  emergencies,  but  had  met  them 
chiefly  from  general  resources.  It  was  recommended  that 
a  permanent  fund  be  established  and,  foa;  this  purpose  the 
sum  of  250,000  francs  was  allotted  fa?  the  second  half  of 
the  year  1906. 

"Discussions  Parlementaires:  igoo,  p.  745. 
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The  report  for  1907  declared  that  the  council  of  admin- 
istration had  been  pursuing  the  study  of  the  reorganization 
and  extension  of  the  insurance  institutions  and  had  reached 
a  rational  solution  of  the  question.  From  January  i ,  1 880, 
to  December  31,  1907,  it  was  announced  that  the  force  of 
the  central  administration  of  the  branch  at  Antwerp  had 
been  afl&liated  with  a  tontine  insurance  institution,  main- 
tained by  the  deduction  of  4  per  cent  from  salaries  and  by 
an  equal  grant  on  the  part  of  the  Bank.  This  organiza- 
tion settled  only  imperfectly  the  question  of  retirement, 
because  the  fund  conferred  on  its  participants  only  the 
prospects  of  an  indeterminate  allotment,  which  it  was  in- 
convenient to  reduce  to  definiteness.  It  was  better, 
evidently,  to  substitute  for  this  condition  the  certainty  of 
a  retirement  pension  bearing  some  relation  to  the  position 
which  the  employee  had  occupied  at  the  Bank.  The  same 
uncertainty  existed  in  the  case  of  death  of  an  employee 
in  relation  to  his  widow  and  children.  The  new  organi- 
zation, however,  permitted  the  employees  to  depend  in 
advance  on  the  allotments  which  would  fall  to  them  at 
the  time  of  retirement  and  gave  them  the  assurance  that, 
if  they  died  before  or  after  retirement,  their  widows  and 
children  should  be  beyond  the  reach  of  want.  The  funda- 
mental character  of  the  new  institution,  embracing  not 
only  the  entire  personnel  of  the  central  administration 
and  of  the  branch  at  Antwerp,  but  also  the  agents  in  the 
provinces  and  their  employees,  was  as  follows : 

"  I.  Every  functionary  or  employee  has  the  right,  at  the 
age  of  retirement,  to  a  life  pension  equal  to  two-thirds  of 
his  final  salary. 
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"2.  The  death  of  an  agent  confers  on  his  widow  the 
right  to  the  immediate  enjoyment  of  a  life  pension,  repre- 
senting an  important  percentage  of  the  pension  of  the 
husband. 

"3.  Every  orphan  of  the  father  or  mother  less  than  18 
years  of  age,  receives  a  temporary  allowance  up  to  18 
years,  equal  to  300  or  500  francs." 

In  order  to  assure  the  regular  working  of  the  new  insti- 
tution, the  general  council  of  the  Bank  did  not  hesitate  to 
vote  a  subvention,  to  be  included  in  general  expenses, 
which  might  reach  10  per  cent  of  the  total  amount  of 
wages  and  salaries.  In  order  to  anticipate  demands  upon 
the  fund  after  January  i,  1908,  extraordinary  grants 
were  made,  rising  to  a  total  of  1,000,000  francs."  This 
sum  was  made  up  of  the  allotment  for  the  second  half  of 
1906  of  250,000  francs;  the  first  half  of  1907,  400,000 
francs;  and  the  second  half  of  1907,  350,000  francs.  The 
regular  allotments  for  the  two  half  years  of  1907  had  risen 
respectively  to  33,933  francs  and  to  34,645  francs.  Under 
the  working  of  the  new  plan,  however,  these  allotments 
were  increased  for  the  first  half  of  1908  to  123,421  francs 
and  the  second  half  of  1908  to  130,836  francs,  making  a 
total  for  the  year  of  254,257  francs  ($49,000).* 

BRANCHES  AND   DISCOtJNT  OFFICES. 

The  system  of  branches  of  the  National  Bank  of  Bel- 
gium is  of  a  distinctive  character.  There  is,  strictly 
speaking,  but  one  actual  branch  of  the  central  institution 

<"  Rapport,  sur  les  operations  de  I'ann^e,  1907,  pp.  25-27. 
6  Rapport,  1908,  R6sum6  du  compte  de  Profits  et  Pertes. 
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at  Brussels;  This  branch  is  located  at  Antwerp,  the  chief 
commercial  city  of  Belgium.  The  scope  of  the  activities 
of  the  Bank,  however,  is  far  from  being  limited  to  these 
two  establishments.  There  are  39  agencies,  with  which 
are  associated,  to  the  number  of  thirty,  what  are  known 
as  discount  oflfices  (comptoirs  d'escompte).  These  dis- 
count offices  act  as  guarantors  for  much  of  the  paper  dis- 
counted by  the  Bank.  They  are  usually  private  partner- 
ships (soci^tfe  en  nom  collectif) ,  but  they  may  be  consti- 
tuted under  several  other  forms,  as  joint-stock  companies 
or  even  as  cooperative  companies.  It  was  declared,  in 
the  replies  of  the  Government  to  certain  questions  of  the 
central  committee  of  the  chambers,  in  1899,  that  there 
existed  no  definite  requirement  as  to  form  in  the  organiza- 
tion of  the  comptoirs,  but  that  the  administration  of  the 
Bank  was  bound  to  determine  if  the  form  proposed,  would 
afford  the  necessary  guaranties.  In  one  case  at  least  a 
corporation— the  Bank  of  Flanders— had  performed  the 
functions  of  a  discount  office  at  Ghent,  during  a  consider- 
able period.*  The  chajTacter  of  business  done  by  these 
offices  is  thus  defined  by  M.  des  Essars:'' 

"Under  the  name  of  comptoirs  d'escompte  (discount 
bureaus),  associations  of  persons  are  permitted  by  the 
general  council  to  discount  such  paper  as  is  specified  by 
the  regulations  of  the  Bank  at  rates  and  under  conditions 
prescribed  by  thie  general  council.  The  paper  admitted 
by  the  comptoirs  is  indorsed  to  the  Bank  direct.  Each 
comptoir  is  held  responsible;  so  that  bad  paper  is  returned 
to  the  bureau  from  which  it  emanated,  and  which  has  to 


o  Documents  Parletnentaires:  1900,  p.  194. 

6  A  History  of  Banking  in  all  the  Leading  Nations,  III,  p.  272. 
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make  good  the  amount.  The  individuals  associated  in 
the  comptoir  receive  a  commission  on  paper  that  they 
discount  to  remunerate  them  for  their  trouble  and  reward 
them  for  the  risk  they  take.  The  commissions  are 
determined  by  special  arrangements.  In  general,  the 
discount  bureaus  are  located  at  the  agencies  of  the  Bank, 
the  agents  lending  them  half  of  their  offices  for  their 
discount  business  and  their  bookkeeping." 

A  form  of  bond  (cautionnement)  is  required  in  most 
cases  from  the  discount  office.  This  bond  is  fixed,  not 
by  any  rigid  rule,  but  according  to  circumstances.  The 
Bank,  in  fixing  the  bond,  tatkes  into  consideration  the 
importance  of  the  business  of  the  discount  oflfices,  the 
nature  of  the  security,  and  the  solvency  of  the  parties. 
The  form  of  contract  between  the  comptoir  and  the  Bank 
sets  forth  in  considerable  detail  the  obligations  imposed 
on  both  sides.  The  National  Bank  submits  to  the  exam- 
ination of  the  comptoir  all  the  paper  which  may  be  pre- 
sented for  discotmt  at  the  agency  with  which  the  comptoir 
is  connected.  The  comptoir  undertakes  to  examine  and 
appraise  such  paper  and  to  guarantee  that  the  Bank 
shall  be  subjected  to  no  loss  on  paper  discounted  through 
its  intervention.  The  comptoir  is  required  to  restrict 
the  paper  dealt  with  to  the  requirements  of  the  statutes 
of  the  Bank.  Discounts  are  granted  provisionally  by  the 
agents  of  the  Bank,  subject  to  admission  by  the  comp- 
toir. The  discotmt  of  a  given  piece  of  paper  becomes 
definitive  only  if  it  is  not  returned  within  one  day  by  the 
Bank.  The  Bank  has  the  right  to  suspend  or  limit  the 
operations  of  a  comptoir.  The  comptoir  admits  foreign 
drafts  only  upon  the  authority  of  the  Bank.  It  admits 
paper  of  which  one  of  the  required  signatures  comes  from 
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a  member  of  the  comptoir  only  after  authorization  by 
the  Bank. 

There  is  allotted  to  the  comptoir  as  remuneration  for 
its  management  and  guarantee  a  commission  on  the 
product  of  discount,  which  is  fixed  at  one-quarter  up  to 
the  rate  of  4  per  cent;  one-eighth  upon  the  excess  of  the 
rate  above  4  per  cent  up  to  5  per  cent.  Nothing  is  allowed 
beyond  5  per  cent. 

To  relieve  the  Bank  of  clerical  expenses  and  rent  which 
it  assumes  for  the  comptoir,  the  Bank  retains  20  per  cent 
of  the  commission. 

The  comptoir  is  required  to  admit  the  agent  of  the  Bank 
to  all  its  meetings,  and  to  consider  his  observations, 
which  he  may  require  to  be  entered  in  the  records.  The 
Bank  places'  its  documents  at  the  disposition  of  the 
comptoir,  but  does  not  assume  responsibility  for  them. 

Paper  admitted  by  the  comptoir  which  is  not  paid  at 
maturity,  or  which  is  sent  back  by  the  Bank,  shall  be 
immediately  reimbursed  to  the  agency  of  the  Bank. 

The  39  agencies  of  the  Bank  are  presided  over  by 
agents,  who  are  appointed  by  the  King  because  they  are 
recogjiized  as  responsible  for  the  administration  of  the 
public  funds  as  well  as  those  of  the  Bank.  The  Govern- 
ment has  required  the  establishment  of  agencies  where  it 
has  judged  suitable  with  reference  to  the  movement  of 
public  funds,  and  in  some  cases  where  the  Bank  has  not 
found  it  advisable  to  establish  a  discount  ofiice.  These 
agents  are  required  to  reside  in  the  locality  where  the 
agency  is  established.  They  look  only  to  the  governor  of 
the  Bank  for  their  orders."  They  are  forbidden  to  carry 
on  any  business  foreign  to  the  management  of  their 

o  Lois  Organiques:  Statuts,  p.  103. 
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agency  and  can  not  accept  any  function  without  the 
express  authority  of  the  council  of  administration  of  the 
Bank.  They  are  divided  into  three  classes,  those  of  the 
first  class  receiving  salaries  ranging  from  12,000  to  15,000 
francs  ($2,895),  those  of  the  second  class  from  9,000  to 
12,000  francs  ($2,316),  and  those  of  the  third  class  from 
6,000  to  9,000  francs  ($1 ,737) .  An  allotment  for  expenses 
is  made  by  the  council  of  administration  of  the  Bank. 
Every  agent  is  required  to  submit  all  his  books,  accounts, 
and  cash  and  to  give  all  desired  information  to  any  dele- 
gate of  the  central  administration  who  may  appear  with 
proper  credentials  to  make  an  inspection. 

The  business  done  by  the  comptoirs  represents  a  con- 
siderable proportion,  but  not  the  major  part,  of  the  busi- 
ness of  the  Bank.  The  30  comptoirs  are  located  at  the 
principal  towns  of  Belgium  and  practically  extend  the 
facilities  of  the  Bank  throughout  the  Kingdom.  The 
places  at  which  agencies  of  the  Bank  were  established  at 
the  close  of  1908  were  the  following,  those  where  there 
was  no  comptoir  being  in  italics : 

Agencies  of  the  National  Bank  of  Belgium. 
[Italics  denote  absence  of  a  comptoir.] 


Alost. 

Hasselt. 

Philippeville. 

Arlon. 

Huy. 

Renaix. 

Ath. 

La  lyouviere. 

Roulers. 

Audenarde. 

Liege. 

Saint-Nicolas. 

Boom. 

Louvain. 

Soignies. 

Bruges. 

Malines. 

Termonde. 

Charleroi. 

Marche. 

Tirlemont. 

Courtrai. 

Mons. 

Tongres. 

Dinant. 

Namur. 

Tournai. 

Eecloo. 

Neuf  chateau. 

Turnhout. 

Fumes. 

Nivelles. 

Verviers. 

Gand. 

Ostende. 

Wavre. 

Grammont 

Peruwelz. 

Ypres. 
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The  proportion  of  business  done  through  the  comptoirs 
has  not  changed  radically  in  recent  years,  but  the  dis- 
counts granted  at  Brussels  have  declined  in  importance  in 
comparison  with  those  granted  at  the  branch  at  Antwerp. 
The  changes  in  the  ratio  of  business  done  at  the  branch  at 
Antwerp  and  at  other  offices  of  the  Bank  is  indicated  in 
the  table  below: 

Discount  at  the  branches  and  discount  offices,  1900,  1904,  and  1908. 

1900. 


Source  of  discounts. 

Number  of 
biUs. 

Amount. 

Per- 
centage. 

At  comptoirs 

1,958,478 

240,824 

1,576,821 

Fra/ncs. 
±, 165,684,338 
442,607,931 
1,141,416,358 

42, 4 

16.  i 

AtBrussels ._             _ 

41.  5 

1904. 


At  comptoirs- - 
At  the  branch. 
AtBrussels 


■^,  loi,  019 

312, 462 

1,657,535 


, 106,975, 150 

677.423,  204 

,071,037,539 


38.8 
33-7 
37-5 


1908. 

At  comptoirs         _     _  _  _       _     _ 

-,335,878 

382,500 

I, 708, 271 

1,340,486,433 
957,258,367 
758, 150,488 

43-9 
31-3 
24.  S 

At  Brussels 

CHANGES  IN   CAPITAL  AND   SURPLUS.  • 

The  original  capital  of  the  National  Bank  of  Belgium, 
as  fixed  in  the  law  of  1850,  was  25,000,000  francs  ($4,825,- 
000),  divided  into  25,000  shares  of  1,000  francs  each. 
This  was  increased  in  1872  to  50,000,000  francs.  It  was 
declared  by  the  Minister  of  Finance,  in  submitting  his 
project  for  the  renewal  of  the  charter  in  December,  1898, 
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that  it  did  not  seem  necessary  to  autjiorize  a  further  in- 
crease of  capital.  The  amount  of  real  capital  available, 
if  the  reserve  fund  were  included,  was  already  more  than 
76,000,000  francs  and  was  subject  to  annual  increments 
of  increase.  To  increase  the  legal  capital  would  be  to 
divert  from  employment  which  might  be  more  useful 
funds  upon  which,  if  they  were  thus  employed,  the  Bank 
would  be  obliged  to  earn  a  dividend."  It  was  pointed  out 
in  the  report  of  M.  Delbeke  that  a  bank  of  circulation  does 
not  require  so  large  a  capital  in  proportion  to  liabilities  as 
is  required  in  banks  of  discount.  In  early  banks  of  de- 
posit the  capital  played  the  rdle  of  a  guaranty.  In  banks 
of  discount  also  the  capital  served  for  advances  and  was 
the  basis  for  banking  operations.  If  they  were  large,  it 
was  necessary  that  the  capital  should  also  be  large.  In- 
dustrial banks  relied  upon  their  capital  to  sustain  their 
varied  enterprises.  But  it  was  otherwise  with  a  bank  of 
issue.  Such  a  bank  does  not  discount  with  its  capital, 
but  offsets  its  discounts  by  notes  payable  on  demand. 
The  capital  is  not,  it  was  contended,  the  basis  of  the  opera- 
tions of  the  National  Bank;  it  serves  only  as  an  insurance 
ftmd  against  miscalculations  in  the  acceptance  of  paper 
for  discount. 

The  argument  of  the  government  on  this  subject  was 
set  forth  more  fully  in  the  report  made  to  the  Senate  by 
the  Chevalier  Descamps.     This  report  declared:* 

"The  share  capital  of  a  bank  of  issue  may  properly  be 
modest  without  harming  its  credit,  because  its  r61e  is 
secondary,  subsidiary,  and  so  to  speak  contingent.     On 

a  Documents  Parlementaires :  1900,  p.  9. 
6  Ibid.,  pp.  381-383. 
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the  one  hand,  the  wise  limits  imposed  upon  the  policy  of 
a  bank  of  issue  exclude  from  the  scope  of  its  operations  the 
more  compromising  of  banking  operations.  On  the  other 
hand,  the  activities  of  a  bank  of  issue  do  not  have  the 
share  capital  as  the  basis  of  operations.  It  concerns  itself 
especially  with  the  exchange  of  notes  at  sight  against 
securities  of  equal  value,  quickly  convertible,  which  fill 
the  assets  of  the  bank  to  just  the  extent  that  notes  are 
issued  and  which  are  regularly  called  upon,  by  their 
graduated  maturities,  to  provide  a  succession  of  repay- 
ments. 

"  The  discount-issuing  machine  being  in  motion,  the  cap- 
ital is  called  upon  only  to  provide  eventually  for  advances 
from  the  assets,  rare  and  generally  unimportant,  for 
short  anticipations  of  maturities  and  momentary  conges- 
tions of  circulation,  which  do  not  ordinarily  occur  in  a 
sudden  manner,  which  may  be  conjured  or  modified  by 
many  measures,  which  constitute  a  serious  and  constant 
care,  rather  than  an  accident  compromising  to  the  life  of 
the  institution. 

"The  soundness  of  a  bank  of  issue  reposes  then  essen- 
tially not  upon  its  capital,  but  upon  the  quality  of  the 
securities  which  have  found  a  place  in  its  assets  as  a  coun- 
terpart of  the  notes.  Its  credit  arises  from  the  nature  of 
its  operations  and  the  prudence  of  its  administrators  in 
conforming  their  management  to  these  requirements." 

This  argument  was  carried  further  than  the  Govern- 
ment wished  in  the  discussions  in  the  chambers,  by  the 
proposal  of  Professor  Denis,  that  the  capital  should  be 
reduced  to  25,000,000  francs,  where  it  stood  in  1872,  and 
that  the  reserve  fund  (or  surplus)  should  be  distributed  at 
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once  to  the  shareholders.  Future  losses,  Professor  Denis 
proposed,  should  be  met  from  an  insurance  fund,  to  be 
constituted  by  a  levy  upon  the  annual  profits  of  an 
amotmt  not  exceeding  three  times  the  ascertained  losses 
upon  the  average  of  the  years  1872  to  1898,  which  he 
computed  at  about  one-thirtieth  of  i  per  cent  (0.034) 
annually."  M.  Denis  denied  that  anything  in  the  risks 
involved  justified  the  doubling  of  the  capital  in  1872.  The 
impairments  of  the  portfolio  of  discounts  figured,  for  the 
entire  period  which  had  elapsed,  at  a  little  more  than 
5,000,000  francs,  or  something  like  9  to  10  centimes  per 
100  francs  of  securities  discounted.  The  profits  had  in  no 
case  suffered ;  whence  it  followed  that  the  doubhng  of  the 
capital  was  not  justified  according  to  the  laws  of  1850  or 
1872  as  interpreted  by  M.  Frfere-Orban  himself,  who 
assigned  to  capital  simply  the  r61e  of  guaranteeing  the 
Bank  against  the  impairment  of  discounts.  The  conse- 
quences of  doubhng  the'  capital  had  been  to  double  the 
amount  of  dividends.  From  an  average  of  3,075,000 
francs  ($593,500)  prior  to  1872  they  had  become  about 
6,000,000  francs  ($1,158,000).* 

It  was  frankly  admitted  by  M.  Delbeke,  the  reporter 
for  the  Government,  that  a  capital  of  75,000,000  francs 
(including  reserve  funds)  was  not  indispensable,  but  he 
did  not  consider  prudent  the  reduction  of  the  amount, 
because  the  Bank  was  charged  with  the  service  of  the 
public  treasury  and  of  the  savings  banks,  and  in  these 
relations  was  the  custodian  of  several  hundreds  of  millions. 
He  opposed,  however,  the  increase  of  the  capital,  which 

-  Discussions  Parlementaires:  1900,  p.  459. 
&Ibid.,  p.  466. 
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some  were  urging  in  order  to  make  the  Bank  a  more 
impressive  figm-e  midst  the  private  institutions  of  large 
resources  which  had  grown  up  around  it.  He  declared 
that  the  object  of  the  capital  was  to  separate  private  from 
public  credit.  It  was  necessary  that  it  be  sufficient  to 
give  to  private  interest  the  power  to  resist  the  injttrious 
interference  of  the  State  and  large  enough  to  fulfill  the 
guaranties,  'both  principa:l  and  accessory,  which  a  bank 
of  issue  took  upon  itself  in  every  country;  but  any  increase 
beyond  these  requirements  would  lock  up  needlessly  capi- 
tal which,  if  left  at  liberty,  would  find  a  more  useful 
employment  in  the  industrial  and  commercial  activity  of 
the  country." 

It  was  provided  by  the  law  df  May  5,  1&50,  that  at 
least  one-third  of  the  annual  profits  in  excess  of  6  per  cent 
of  capitatl  should  be  employed  in  building  up  a  reserve. 
This  proportion  to  be  set  aside  from  profits  was  reduced 
by  the  law  of  Hay  20,  1872,  to  15  per  cent  of  the  profits 
in  excess  oT  6  per  cent.  A  still  further  change  was  made 
by  the  law  of  March  26,  1900,  reducing  to  10  per  cent  of 
excess  profits  the  amoimt  required  to  be  covered  annually 
into  the  reserve,  but  providing  that  such  distribution 
should  begin  after  the  payment  of  a  dividend  of  4  per 
cent.* 

These  reductions  rin  ithe  proportion  of  profits  required 
to  be  set  aside  to  the  reserve  fund  were  justified,  in  the 
opinion  of  .the  Belgian  lawmakers,  by  the  rapid  accumula- 
tion of  the,  reserve  and  the  experience  of  the  small  demands 
which  were  made  upon  it.  The  reserve  had  risen  at  .the 
close  of  1871  to  14,491,547.20  francs,  which  was  then 

<»  Discussions  Parlementaires:  igoo,  pp.  271-272. 
6  Documents  Parlementaires:  1900,  p.  583. 
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required  to  be  invested  exclusively  in  public  funds. 
These  funds  were  carried  at  first  at  the  purchase  price. 
A  change  was  made,  during,  the  year  1872  by  which  the 
appreciation  of  these  securities  was  recognized  by  calcu- 
lating them  at  the  actual  quotations  on  the  Bourse.  At 
the  end'  bf  1872,  with  this  change  of  valuation  and  the 
accretions  of  the  year,  the  value  of  the  reserve  fund  stood 
at  20,269,075  francs  ($3,811,400). 

It  was  accordingly  decided  that  the  increase  of  capital 
authorized  by  the  new  charter  of  1872  should  be  obtained 
to.  the  amount  of  12,500,000  francs  by  transferring  this 
amount  from  the  reserve  fund  to  capital.  This  reduced 
the  reserve  by  a  corresponding,  amount,  but  left  it  at  the 
end  of  1873,  with  the  profits  of  that  year,  at  7,671,842 
francs-  Further  increases  carried  the  amount  upward  by 
an  average  of  about  700,000  francs  annually  until  it  stood 
at  the  close  of  1887  at  20,1.99,422  francs.''' 

The  decision  made  in  the  enactment  of  the  new  charter 
in  1900,  not  to  provide  for  any  increase  of  capital,  pre- 
vented any  radical  change  in  the  status  of  the  reserve. 
The  additional  share  given  to  the  Government  in  the  net 
earnings  in  1900  was,  however,  made  retroactive  for  the 
year  1899.  It  was  declared,  in  the  concluding  article  of 
the  law  of  March  26,  1900,  that  the  Bank  should  pay  into 
the  treasury  from  its  reserve  fimd  the  amount  necessary 
to  bring  up  its  payments  for  1899  to  the  requirements  of 
the  new  law  and  that  the  amount  thus  paid  from  the 
reserve  should  be  restored  in  installments  levied  upon 
subsequent  earnings. 

In,  pursuance  of  these  requirements  the  Bank  paid  over 
to  the  treasury  a  sum  of  1,487,258  francs  ($287,000),  but 

o  Noel,  Les  Banques  d'^mission  en  Europe,  I,  pp.  544-545- 
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the  regular  addition  made  by  the  Bank  to  its  reserve  at 
the  close  of  the  year  1900  was  846,092  francs,  and  a  special 
addition  was  made  by  way  of  restitution  to  the  amount  of 
350,000  francs,  leaving  the  reserve  at  the  close  of  1900  at 
27,629,794  francs  ($5,332,000),  or  less  than  300,000  francs 
below  the  amount  at  which  it  originally  stood  at  the  close 
of  1899." 

The  Bank  keeps  invested  in  securities  an  amount  which 
is  practically  equal  to  the  whole  of  the  capital  and  re- 
serve, but  the  entire  amount — about  85,000,000  francs 
($16,400,000) — is  a  small  proportion  of  the  total  assets  of 
the  banking  department,  which  stood  on  December  31, 
1908,  at  1 ,019,461 ,475  francs  ($196,760,000) .  The  amount 
held  in  public  fimds  which  is  not  set  aside  for  the  reserve 
is  treated  as  part  of  the  general  assets  of  the  Bank  and  is 
not  charged  distinctively  against  the  capital.  The  annual 
reports  give  in  detail  the  public  funds  held  outside  the 
reserve,  but  not  in  all  cases  the  composition  of  the  reserve 
itself.  The  funds  thus  held  in  both  accounts  at  the  close 
of  1900  were  classified,  at  par  value,  as  follows: 

Investments  in  public  funds. 


Class  of  funds. 


Belgian  i^i  percents-- 

Belgian  3  percents: 

-First  series 

Second  series 

Third  series 

Annuity  Bank  3  percents 

Annuity  Bank  4  percents 

Society  of  Communal  Credit  3  percents- 
Local  railway  guaranteed  3  percents 


General  in- 
vestments. 


Frajics. 
6, 656.300 

8, 800, 200 

34. 100. 600 

6,311, soo 


Reserve 
fund. 


Praties. 
7, 347, soo 

i, 735, 700 

1, Soi, Soo 

122, 100 

641, 500 

256, 460 

17, 000, 000 

It  095,400 


o  Rapport:  1900,  p.  22. 
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The  general  investment  fund  kept  in  securities  has  not 
been  changed  in  character  or  amount  for  a  series  of  years. 
While  the  reserve  fund  has  grown,  its  composition  is  dis- 
missed in  the  report  for  1908  with  the  statement  that  it 
consists  of  "Belgian  and  foreign  securities  representing  a 
capital  of  35,545,165  francs  ($6,860,000)."  The  reserve 
fund,  in  spite  of  deductions  for  losses  from  time  to  time 
advanced  from  20,199,422  francs  at  the  close  of  1887  to 
27,920,960  francs  at  the  close  of  1899;  3 1 , 1 50,684 francs 
at  the  close  of  1904;  32,203,509  francs  at  the  close  of 
1905;  33,261,375  francs  at  the  close  of  1906;  34,389,700 
francs  at  the  close  of  1907;  and  35,545,165  francs  at  the 
close  of  1908. 

EARNINGS   AND   DIVIDENDS. 

The  National  Bank  has  earned  a  fair  rate  of  profit  upon 
its  capital  since  its  foundation.  The  net  profits  above  cost 
of  operation  have  been  applied  in  part  to  the  increase  of 
the  reserve,  in  part  to  the  payment  of  taxes  and  charges  to 
the  State,  and  in  part  to  the  payment  of  dividends  to 
shareholders.  The  cost  of  administration  has  steadily 
grown,  largely  as  the  result  of  the  servicel  performed 
gratuitously  for  the  treasury  and  the  National  Savings 
Bank,  which  have  greatly  expanded  in  recent  years.  The 
details  of  these  financial  obUgations  to  the  State  will  be 
discussed  under  a  separate  head.  How  rapid  has  been  the 
increase  in  total  operations,  in  cost  of  administration,  and 
how  heavily  the  payments  to  the  State  have  borne  upon 
the  net  earnings  remaining  for  distribution,  is  indicated 
by  the  table  following. 
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Earnings  and.  cost  of  operation. 


Year. 

Movement  of 
operations^ 

Gross 
product! 

Cost  of 
administra- 
tion. 

Net  earnings, 
after  deduct- 
ing tajces,  df- 
preciation,  etc. 

1892 

Fra/ncs. 
18,864,409,343 
23, 880, 970, 766 
31.490.349.019 
32, 179,502,  121 
36,  085,  207, 044, 
40,424,814,81s 
45. 034. 519.641 
SI,  162. 6d2. 291 
50.804,771,498 

Frames. 
10, 789, 230 
12,665,355 
17,58s, 180 
16,662,898 
18,395.748 
iS, 49S, 899 
19, 704.409 
21, 122, 923 
20,  639,  024 

Francs. 
1^,235.583 
^.431.279 
3,010.323 
3, 230, 098 
3,399. 153 
3.651.852 
3.941. 717 
3.8S7.953 
4,026,968 

Francs. 
6,454.679 
7. 545. 720 
10,458,703 
II,  041, -73 1 
ll.375.07S 
II. 541. 778 

1897 

1902 

1906 

12. 541. 791 
12,541,964 

The  net  profits  and  dividfends  during  the  earher  history 
of  the  Bank,  and  the  percentage  of  dividends  paid  to  the 
actual  prices  of  issue  of  the  stock,  appear  in  the  following 
table:" 

Annual  profits  and  dividends,  1852-iSSj. 


Net  profits. 


Aflnount  of* 
dividend. 


Percentage  of 

dividland^to 

issue  price 

of  stock. 


1852 
1855 
i860 
1865 
1870 
1871 
1874 
1875 
1880, 
i88i 
18B2 
1883 
1884 
1885. 
1886. 
1887, 


Francs. 
•■',  193.566 
2,915.927 
3.765.467 
3,979.456 
4,117,985 

6,  066,  55,2 
9,416,652 
8, 213, 647 
7, 182, 134 
8, SSI, 104 

io,045t,  2391 
8,727.387 
7,820,368 
7,455.  261 
7,091,  232 

7,  728,  III- 


Frartcs. 
1,675,  °oo 
2,031, 250 
».  743.7SO 
2.993.750 
3,262, 500 
3,956, 250 
6.583.750 
5',  980,  000 
5,250.000 
6. 000, 000 
6„  825,  000 
6, 100, 000 
5, 600,  000 
5, 400, 000 
5, 200, 000 
S.5SO.OOQ 


6.  70 
8.125 
10. 975 
"■975 
13-050 
15.825, 

13-  1675 

11.  96 
10.50 

12.  00 
13.65 
12.  20 
II.  20 
10.  So 
10.  40 
I.I.  10 


o  Noel,  Les  Banques  d'^mission  en  Europe,  I,  p.  542. 
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up  to  the  renewal  of  the  charter  in  1900,  the  distribu- 
tion of  dividends  had  rarely  exceeded  6,000,000  francs 
($1,158,000).  Even  this  allotment  to  shareholders  was 
the  subject  of  severe  criticism  from  the  Socialist  benches 
in  the  Chamber  of  Deputies  and  a  merit  was  made  by  the 
Government  of  its  proposals,  by  which  a  larger  share  of 
earnings  was  to  go  into  the  public  treasury  and  the  propor- 
tion of  earnings  going  to  shareholders  was  to  be  reduced. 
There  were  protests  from  some  of  the  Socialist  members 
against  giving  the  Bank  more  than  a  fixed  interest  upon 
its  capital.  It  was  contended  by  Professor  Denis  that  the 
risk  involved  was  small  and  that  the  return  upon  the 
investment  was  excessively  large.®  M.  Bertrand  offered 
an  amendment  guaranteeing  an  interest  of  5  per  cent 
during  the  thirty  years  of  the  proposed  new  charter,  and 
declared  that  it  was  a  very  handsome  minimum  compen- 
sation to  an  idle  capital  which  was  exposed  to  not  the 
slightest  risk.  The  surplus  of  profits,  which  had  already 
risen  above  4,000,000  francs  for  the  year  1908,  he  proposed 
should  be  paid  every  year  into  an  old  age  pension  fund  for 
laborers.*  In  response  to  these  contentions,  M.  lyiebaert, 
Minister  of  Industry  and  Labor,  maintained  that  the  real 
dividend  under  the  new  charter  would  not  exceed  6.55 
per  cent  upon  the  value  of  capital  and  surplus.  He  dis- 
claimed computations  based  upon  the  market  value  of  the 
shares,  which  would  have  afforded  a  still  lower  rate  of 
return,  but  took  the  value  of  the  property  in  case  of  liqui- 
dation by  adding  the  surplus  to  the  paid-up  capital.     He 

o  Documents  Parlementaires:  1900,  pp.  76-81. 
6  Discussions  Parlementaires:  1900,  p.  535. 
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justified  the  continuance  of  an  elastic  dividend  rate  in  the 
following  terms : " 

"  I  repeat  what  I  said  last  week — ^is  there  any  hope,  seek- 
ing all  around  us,  of  finding  a  private  corporation  which 
would  agree  to  establish  a  bank  of  issue  under  the  condi- 
tions stipulated  by  the  pending  bill,  with  the  expectation 
of  a  return  of  6.55  per  cent?  For  my  part,  I  believe  that 
it  would  be  an  absolutely  useless  effort,  and  this  simple 
observation  answers  everything  which  has  been  said  in 
favor  of  amendments  proposing  other  systems  of  division 
of  profits." 

While  the  growth  in  the  business  of  the  Bank  resulted 
in  higher  profits  in  later  years  than  were  generally  calcu- 
lated upon  in  the  discussion  of  1900,  the  share  of  the  State, 
including  both  special  taxes  and  division  of  profits,  ex- 
ceeded the  amount  allotted  to  shareholders  in  dividends 
by  more  than  50  per  cent  even  in  1907.  The  large  amount 
paid  into  the  treasury  at  that  time  was  derived  from  the 
excess  of  the  discount  rate  above  3X  per  cent,  all  of  which 
went  to  the  State.  The  dividends  paid  to  shareholders  in 
1907,  which  were  the  largest  ever  paid  up  to  that  date, 
were  8,300,000  francs  ($1,602,000);  the  amount  paid  into 
the  pubhc  treasury  was  12,721,111  francs  ($2,455,000). 
How  these  dividends  have  increased  in  recent  years,  in 
spite  of  the  large  proportion  of  earnings  taken  by  the  State, 
appears  in  the  following  table: 

<»  Discussions  Parlementaires:  1900,  p.  544. 
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Dividends  distributed,  i8g2-igo8. 


Year. 


Amount  of 
dividend. 


Rate  per 
share. 


1892. 
189? 
1898 
1899 

Z900 

Z90Z 
1902 
1903 
1904 
1 90s 
1906 
1907 
190S 


Francs. 
4, &50, 000 
5,450,000 
S, 500,000 
6, 050, 000 
7, 050, 000 
7, 300,  000 
7, 400, 000 
7, 500, 000 
7, 600, 000 
7, 700, 000 
7, 650, 000 
S, 300, 000 
8, 300, 000 


Per  cent. 
9.70 

10.  90 

11.  00 
12. 10 
14.  xo 
14.  60 
14.80 
15.00 
15-  20 
15-40 
15.70 
16.  60 
x6.6o 


SHARK  OP  THE  STATE  IN  THE  PROFITS  OP  THE  BANK. 

The  proportion  of  the  earnings  of  the  National  Bank  of 
Belgium  taken  by  the  Government  is  large,  but  not  larger 
,than  at  some  other  European  banks  under  the  latest  re- 
visions of  their  charters.  As  the  provisions  of  the  charter 
on  this  subject  are  somewhat  intricate  it  may  afford  a  view 
of  their  general  scope,  before  taking  them  up  in  detail,  to 
give  the  summary  made  by  the  present  writer  elsewhere:" 

"Under  the  extension  of  the  charter  in  1872  the  Bank 
was  required  to  pay  a  patent  ta?;  on  the  gross  volmne  of 
business,  a  stamp  tax  on  its  notes,  and  a  tax  of  one-quarter 
of  I  per  cent  semiannually  on  the  excess  of  the  circulation 
above  275,000,000  francs.  These  provisions  were  con- 
tinued by  the  law  of  March  26,  1900.  The  other  principal 
taxes  levied  by  the  law  of  1872  were  one-quarter  of  the 
net  profits  of  the  bank  above  6  per  cent  and  on  discounts 

o History  of  Modern  Banks  of  Issue:  1909,  p.  284. 
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the  entire  excess  of  receipts  above  a  rate  of  5  per  cent." 
These  two  Umits  were  radically  changed  in  1900.  Hence- 
forth one-quarter  of  the  profits  was  to  go  to  the  State  after 
4  per  cent  had  been  distributed  to  the  shareholders  and 
all  profits  obtained  from  a  discount  rate  above  3  >^  per  cent 
were  to  find  their  way  into  the  public  treasury."* 

These  taxes  were  the  subject  of  careful  discussion  by 
the  Government  in  presenting  the  project  for  the  renewal 
of  the  charter  in  1898,  because  it  was  anticipated  that  they 
would  be  attacked  by  the  Socialist  members  of  the  cham- 
bers. In  the  statement  of  reasons  for  the  government 
project  submitted  by  the  Minister  of  Finance  the  right 
of  the  State  to  impose  a  special  tax  upon  the  earnings  of 
the  Bank  was  based  upon  the  argument  that  "  the  profits 
of  the  bank  are  derived  solely  from  the  privilege  granted 
to  it  of  issuing  notes  which  are  received  in  the  ofiices  of 
the  Treastury."  Discussing  the  best  means  of  levying  the 
share  of  the  State,  the  minister  continued  as  follows : ' 

"To  levy  directly  upon  the  profits  resulting  from  issue 
would  appear  at  first  to  be  the  most  rational  system.  It 
is  the  principle  by  virtue  of  which  the  State,  after  a  prehmi- 
nary  allotment  to  the  share  capital,  assumes  for  itself  a 
portion  of  the  net  profit  of  the  Bank.  Would  it  not  be 
suitable  either  to  increase  this  proportion  or  to  collect  a 
share  in  the  gross  profits  on  productive  operations,  saving 
the  right  to  abandon  the  benefits  of  half  of  i  per  cent  on  the 
credit  circulation  exceeding  275,000,000  francs? 

"A  profound  examination  led  the  Government  to  recog- 
nize that  if,  on  the  one  hand,  the  reform  should  result  in  the 


oNoel,  I,  p.  563. 

6  Bulletin  de  Statistique,  April,  igoo,  XL VII,  p.  422. 

"Documents  Parlementaires:  1900,  p.  16. 
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abolition  of  a  combination  whose  conception  is  more  or  less 
tainted  with  empiricism,  it  would  result,  on  the  other  hand, 
according  to  every  probability,  in  a  considerable  reduction 
of  the  receipts  of  the  State  in  the  future.  It  is  suflScient  to 
cast  a  glance  over  the  following  table  to  note  that  the 
profits  of  the  Bank,  far  from  following  the  regular  ascend- 
ing course  of  the  circulation  and  of  the  tax  of  one-half  of  i 
per  cent,  scarcely  maintain  themselves: 

"Proceeds  of  tax  on  circulation. 


Net  profits. 


Average 
amount  of  cir- 
culation. 


Increase  over 
previous  year. 


Amount  of 
tax  on  ex- 
cess circula- 
tion. 


i88g. 
1889. 
1S90. 
1891. 
1892. 
1893 
1894 
189s 
1896 
1897 


Francs. 
7,4SS>oi8 
8.183.073 
8, 090,981 
7.363.962 
6,454.697 
6.454.695 
6,454,688 
6, 182, 132 
7,  000, 418 
7,545.720 


Francs. 
361, 030, 000 
363, 258,910 
382, 509,  6S0 
391, 080, 660 
405, S62, 150 
411,887, 150 
429.358,450 
450,413, 100 
451,708,950 
476,654,470 


Francs. 


■^,  22S,  910 
19.050,770 

8,  770, 980 
14,  781,490 

6, 025, 000 
17,471,300 
21,054, 650 

Ji,  295,  850 
24,945.520 


Francs. 
413, 000 
418, 961 
518,138 
555.977 
633, 110 
660. 664 
748.739 
851.173 
858.354 
977.967 


A  further  table,  submitted  by  the  minister  upon  the  es- 
timated increase  in  circulation  of  the  ten  years  ending  with 
1908,  showed  a  steady  increase  in  the  amount  of  the  circu- 
lation with  a  corresponding  increase  in  the  tax  collected. 
The  estimated  increase  was  from  an  average  of  486,000,000 
francs  in  1898  to  611,000,000  francs  in  1908.  This  esti- 
mate has  been  exceeded  by  the  actual  movement  of  the 
circulation.  Commenting  upon  these  estimates,  the  Min- 
ister of  Finance  declared  that  the  maintenance  of  the 
clause  imposing  a  duty  upon  the  circulation  was  eminently 
favorable  to  the  State,  because  it  guaranteed  to  the  treas- 
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ury  a  sure  return,  whatever  might  be  the  net  profits  real- 
ized by  the  Bank.  "However  reduced  those  profits  may- 
be," he  declared,  "it  none  the  less  remains  true  that  the 
privilege  of  issue  constitutes  a  source  of  profit  to  the 
Bank." 

Turning  to  the  important  provision  allotting  a  share  in 
the  net  profits  of  the  Bank  to  the  Government,  the  min- 
ister declared  that  if  it  was  just  that  in  return  for  the 
privilege  of  note  issue  the  State  should  obtain  a  share  in 
the  profits,  it  was  also  equitable  to  leave  to  the  share- 
holders a  revenue  in  proper  proportion  to  the  employment 
of  their  money  and  to  the  services  which  the  Bank  was 
called  upon  to  render.  By  the  law  of  1850  the  allotment 
of  dividends  to  the  shareholders,  before  the  participation 
of  the  State  in  the  profits,  was  6  per  cent,  and  the  amount 
of  the  participation  of  the  State  above  this  dividend  was 
one-sixth.  As  pointed  out  in  the  Senate  report  of  the 
Chevalier  Descamps,  the  Hghtness  of  the  tax  was  based 
upon  the  fact  that  the  future  of  the  institution  was  not 
yet  firmly  established.  By  the  law  of  1872  the  limit  of- 
the  dividend  allotted  to  the  shareholders  before  the  par- 
ticipation of  the  State  was  left  at  6  per  cent.  The  share 
of  the  State  above  that  amount,  however,  was  increased 
from  one-sixth  to  one-quarter.  This  increase  was  con- 
sidered in  a  measure  as  a  compensation  to  the  treasury 
for  the  fact  that  the  increase  of  the  capital  from  25,000,000 
francs  to  50,000,000  francs  would  require  a  larger  amount 
for  dividends  to  the  shareholders  and  would  therefore 
reduce  the  amount  from  which  the  share  of  the  State 
would  be  derived.  With  a  capital  of  25,000,000  francs, 
the  sum  of  1,500,000  francs  would  be  required  for  a  divi- 
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dend  of  6  per  cent,  while  with  the  enlarged  capital  the 
dividend  would  require  3,000,000  francs. 

A  much  more  radical  proposal  was  brought  forward  by 
the  Government  in  1898.  This  was  in  effect  that  the 
dividend  allotted  to  the  shareholders  before  division 
with  the  State  should  be  reduced  from  6  per  cent  to  4  per 
cent.  The  essential  reason  assigned  by  the  Minister  of 
Finance  for  this  change,  was  the  decline  which  had 
occurred  since  1872  in  the  rate  for  the  loan  of  capital.  It 
was  declared  in  the  Senate  report  that  the  grant  made  to 
the  State  of  an  increased  share  in  the  profits  was  the  more 
remarkable,  as  the  general  dividends  of  the  shareholders 
of  the  Bank  were  inferior  to  the  average  of  dividends 
declared  in  similar  industries  in  the  country.  "  It  is  not 
without  interest  to  recall,"  declared  the  report,  "that  the 
actual  quotations  of  the  shares  of  the  Bank  are  very  near 
the  level  of  those  of  1872,  while  from  1850  to  1872  there 
was  a  considerable  advance."  The  total  allotments  to 
the  State  under  this  clause,  from  the  beginning  of  1873  to 
the  close  of  1899,  were  31,104,864  francs,  which  afforded 
an  annual  average  of  1,152,032  francs  ($223,000).'' 

The  third  important  burden  imposed  upon  the  profits 
of  the  Bank  is  the  requirement  that  the  entire  excess  of 
profits  derived  from  a  discount  rate  above  a  fixed  figure 
shall  be  paid  into  the  public  treasury.  In  this  respect, 
as  in  the  distribution  of  net  profits,  the  law  of  1900  was 
more  exacting  than  prior  laws.  A  law  of  May  5,  1865, 
had  provided ,  that  there  should  be  paid  into  the  public 
treasury  the  amount  of  the  difference  between  the  discount 
rate  collected  by  the  Bank  and  the  legal  rate,  which  was 

o  Documents  Pailementaires:  igoo,  p.  390. 
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then  fixed  at  6  per  cent.  The  general  law  of  December  20, 
1890,  changed  this  legal  rate  to  4X  per  cent  in  civil  matters 
and  5X  per  cent  in  commercial  matters." 

The  law  of  1872,  renewing  the  charter,  reduced  the 
rate  of  discoimt  beyond  which  all  profits  should  be  covered 
into  the  public  treasury  to  5  per  cent.  It  was  not  without 
resistance  that  the  Government  prevented  at  that  time 
the  anticipation  of  the  later  reduction  of  1900  to  2,/4  per 
cent.  An  amendment  was  offered  by  M.  BaUsaux,  pro- 
posing that  profits  resulting  from  an  excess  of  the  rate  of 
discount  above  4X  per  cent  should  be  paid  into  the  public 
treasury  and  that  the  Government  should  be  left  free  to 
reduce  the  hmit  still  further  by  authority  of  law,  at  the 
rate  of  half  of  i  per  cent  at  the  expiration  of  five-year 
periods,  tmtil  the  minimum  of  3X  per  cent  was  reached.* 
If  such  a  law  had  become  immediately  effective,  the 
limit  would  have  fallen  to  4  per  cent  in  1878  and  to  3>^  per 
cent  in  1883.  The  proposal  of  M.  BaUsaux  was  rejected 
with  a  vote  of  only  10  in  the  affirmative  to  62  in  the 
negative,  leaving  the  minimum  rate  which  he  advocated 
to  be  considered  again  at  the  renewal  of  the  charter  in 
1900." 

The  rates  for  circulating  capital  in  Btirope  were  so  low, 
except  at  periods  of  special  stress,  that  there  were  only 
six  years  from  1873  to  1897  in  which  the  discotmt  rate  of 
the  National  Bank  was  at  any  time  above  5  per  cent. 
The  largest  amotmt  collected  under  this  tax  was  in  the 
year  immediately  following  the  renewal  of  the  charter, 
when  the  crisis  of  1873  caused  pressure  in  the  international 


^Documents  Parlementaires:  1900,  p.  393. 
5Documents  Officiels:  1872,  p.  171 
c  Ibid.,  p.  434. 
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money  market.  The  amount  then  paid  into  the  public 
treasury  under  this  clause  was  1,336,338.80  francs,  which 
was  more  than  the  entire  amount  collected  in  each  of  the 
other  five  years  before  the  rate  at  which  the  treasury- 
became  a  participant  was  changed.  The  amount  thus  paid 
into  the  treasury  in  1874  was  340,834.62  francs;  in  1881, 
268,302.77  francs;  in  1882,  164,017.16  francs;  in  1888, 
83,218.72  francs;  in  1889,  18,484.13  francs;  and  in  1899, 
118,986.72  francs.  The  total  of  these  payments  for  all 
the  years  under  the  operation  of  the  charter  of  1872  was 
2,330,182.92  francs  ($450,000)." 

The  change  proposed  by  the  minister  and  adopted  in 
1900  was  based  in  a  considerable  measure  on  the  low  rates 
for  the  use  of  money  which  prevailed  during  the  closing 
decade  of  the  nineteenth  century.  It  was  declared  in  the 
report  of  the  Minister  of  Finance  that  "this  measure  is 
imposed  by  the  reduction  in  the  rate  for  money  if  the 
intentions  of  the  legislators  of  1872  are  to  continue  to  be 
realized. ' '  The  motives  of  the  change  were  set  forth  some- 
what more  fully  by  Senator  Descamps,  who  declared  that 
when  the  discount  rate  was  raised  to  an  abnormal  figure 
it  was  important  that  the  action  of  the  Bank  should  be 
free  from  suspicion.  He  added  that  "the  significance  of 
the  provision  could  not  escape  anyone  and  would  be 
received,  especially  by  commerce,  with  marked  satisfac- 
tion, as  a  pledge  of  the  firm  determination  of  the  Bank  to 
do  all  which  lay  in  its  power  to  maintain  discount  at 
favorable  rates  while  it  was  practicable,  even  at  the  price 
of  considerable  sacrifices."  '' 

o  Documents  Parlementaires:  1900,  p.  534. 
6  Ibid.,  p  393. 
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Changes  in  the  condition  of  the  international  money 
market  made  collections  on  account  of  the  excess  discount 
rate  much  larger  than  was  anticipated.  For  the  nine 
years  prior  to  1899,  just  before  the  new  charter  was  voted, 
the  discotmt  rate  had  never  risen  above  4  per  cent  and 
had  been,  except  for  a  total  of  eighty-six  days,  continu- 
ously at  3  per  cent  or  less.  The  growing  stringency  in 
the  money  markets  resulted,  however,  in  a  rate  of  4  per 
cent  or  higher  during  the  entire  year  1900,  and  the  collec- 
tion of  excess  discount  taxes  to  the  amount  of  2,254,663 
francs  ($435,000).  The  Government  received  nothing 
from  this  source  during  the  years  1902  and  1904,  and 
only  388,115  francs  in  1901,  and  264,505  francs  in  1903. 
The  year  1905,  however,  witnessed  such  pressure  in  the 
money  market  that  the  proceeds  of  the  excess  discount 
rate  paid  into  the  pubhc  treasury  were  471,269  francs; 
which  rose  in  1906  to  2,025,989  francs,  and  in  1907  to 
7,002,541  francs,  which  was  supplemented  during  the  early 
part  of  1908  by  collections  of  1,258,706  francs.  The  total 
collections  during  the  nine  years  ending  with  1908  were 
13.665,788  francs  ($2,635,000). 

While  the  measures  of  the  Government  as  set  forth 
above  were  adopted  in  the  renewal  of  the  charter  in  1900, 
they  were  not  acceptable  in  principle  or  in  detail  to 
the  Socialist  minority  of  the  chambers.  M.  Denis  de- 
clared, in  opening  the  discussion  of  the  subject  in  his 
report,  that  the  profits  of  the  National  Bank  had  not 
obeyed  the  historical  law  by  which  interest  and  profits 
tend  to  fall — a  law  which  was  evidenced  by  the  course  of 
pubhc  funds  and  the  investments  of  the  savings  bank." 

o  Documents  Parlementaires:  1900,  p.  76. 
138 


National      Bank       of      Belgium 

He  sought  to  demonstrate  this  by  a  table  showing  that 
the  dividends  paid  per  loo  francs  by  the  Bank,  while  they 
had  not  been  constant,  were  above  lo  per  cent  in  1897, 
and  had  been  lower  than  this  as  far  back  as  1876  and  only 
occasionally  higher,  while  the  rate  of  return  on  the 
investments  of  the  savings  bank  had  shown  an  almost 
uninterrupted  tendency  to  fall.  His  figures  for  repre- 
sentative years  are  as  follows: 

Interest  rates  and  dividends  of  the  Bank. 


Year 


Rate  on 
savings- 
bank 
investments 


Bank 
dividend 
per  100 
francs. 


1874. 
1875- 
1877- 
1880. 
1882. 
i88s- 
1890- 
1892. 
189s- 
1897- 


Per  cent. 
4i  20 
4.27 
4.07 
4.  17 
4.  00 
3- 90 
3-48 
3-47 
3-29 
3.29 


Francs . 


14- 25 

JI.38 

8.SS 

10.  00 

13-00 

10.28 

10.  9.? 

9.  23 

8.  95 

10.38 


M.  Denis  pointed  out  that  if  the  Bank  suffered  some 
reduction  of  profits  from  the  decline  of  discount  rates  in 
Belgium,  it  was  compensated  in  a  large  measure  by  the 
increase  in  the  proportion  of  foreign  bills  which  had 
taken  the  place  of  coin  in  the  reserve.  He  submitted 
figures  showing  that,  while  the  metallic  reserve  had  re- 
mained substantially  constant  over  a  period  of  twenty 
years,  from  the  close  of  1877  to  the  close  of  1897,  the  hold- 
ings of  foreign  bills  had  almost  uniformly  increased, 
except  on  a  few  occasions  when  they  were  being  put  to 
use  to  strengthen  the  position  of  the  Bank.     The  profit 
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derived  from  tlie  discount  of  Belgian  paper  had  not 
increased  in  amount  materially,  in  spite  of  increase  in 
volume,  but  there  had  been  a  marked  increase  in  the 
profit  derived  from  the  holding  of  foreign  bills.  Figures 
for  representative  years  from  his  table  are  as  follows : 

Earnings  from  discounts. 


December  3 1 — 


Metallic 
reserve. 


Foreign 
bills  held. 


Batnings  on 

Belgian 

bills. 


Bamings  on 

foreign 

bills. 


1877 
1880 
i88s 
ZS90. 
189s 
1896 
1897. 


Francs, 
TOO, 300, 000 

97. Soo. 000 
104, 300,  000 
101, 600, 000 

99, 900, 000 
100, 700, 000 
103, 000, 000 


Francs. 

50, 400, 000 

55, 700,000 

74, 800, 000 

74, 500, 000 

107, 400, 000 

101, 700, 000 

120, 400,  000 


Francs. 
5,387,194 
5,873,713 
5,878,830 
6,743,534 
5. 158,199 
5,884,419 
6,884,816 


Francs. 
i,363,  100 
I. 240, 26a 
^■431,032 
2,321,727 
1,656,651 
2,  116,  S07 
X,  510, 092 


Professor  Denis  rejected  entirely  the  basis  of  calculation 
adopted  by  the  Government  in  the  division  of  profits  be- 
tween the  Bank  and  the  State.  He  declared  that  a  con- 
ception of  the  subject  based  upon  principle  was  entirely 
lacking  in  the  government  plan,  and  that  the  tax  on  circu- 
lation and  the  division  of  profits  were  two  proposals  of  an 
entirely  different  character,  having  no  organic  relation 
with  each  other.  He  inquired  if  there  was  not  a  danger 
in  interesting  the  State  in  an  issue  of  bank  bills  without 
limit,  in  the  situation  and  with  the  tendencies  which  actu- 
ally prevailed?  He  suggested  that  the  true  basis  of  a 
division  of  profits  was  the  relation  which  was  borne  by 
the  part  contributed  by  the  Government  and  the  pubUc 
on  the  one  hand  to  the  actual  capital  and  reserve  belonging 
to  the  shareholders  on  the  other.  Starting  from  this 
premise,  he  computed  the  current  accounts  and  the  excess 
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of  circulation  above  the  reserve  at  487,000,000  francs. 
This  amount  bore  to  the  80,000,000  francs  of  capital,  re- 
serve, and  dividends  of  the  Bank  a  relation  of  86  to  14. 
He  proposed  to  allot  a  minimum  interest  of  4  per  cent 
to  capital  and  reserve  and  to  add  200,000  francs  as  a 
premium  against  losses  on  commercial  paper.  Upon  this 
basis  the  total  profits  during  1897  of  8,421,401  francs 
would,  after  the  dividend  allotment  to  shareholders  of 
4  per  cent  and  the  premitun  against  risks,  amotmting 
to  3,200,000  francs,  leave  a  surplus  of  5,221,401  francs. 
Under  his  proposed  system  of  division  the  allotment  of 
14  per  cent  to  the  shareholders  would  give  them  730,996 
francs,  or  a  total  (with  the  dividend)  of  3,930,996  francs 
($759iOOo),  while  the  86  per  cent*  of  the  surplus  profits 
assigned  to  the  State  would  carry  its  proportion  to  4,490,- 
405  francs  ($867,000),  instead  of  the  allotment  of  2,289,397 
francs  ($442,000)  given  by  the  proposed  law." 

The  stamp  tax  paid  upon  notes  was  originally  collected 
under  a  general  law  which  required  each  note  before 
being  issued  to  pay  a  tax  of  5  centimes  per  100  francs 
(about  I  cent  for  $20) .  This  provision,  proving  cumber- 
some in  practice,  was  superseded  by  the  law  of  September 
10,  1862,  which  took  effect  on  October  i  of  that  year. 
This  law  provided  for  the  payment  of  the  tax  at  the  end 
of  each  year  at  the  same  rate  (50  centimes  per  1,000 
francs)  upon  the  average  of  the  notes  actually  in  circula- 
tion during  the  year.  This  made  the  tax  an  annual  one 
upon  the  entire  issue,  instead  of  a  specific  tax  upon  each 
note,  without  regard  to  the  term  of  its  circulation.  To 
offset  the  increase  in  the  burden  thus  imposed  upon  the 

a  Documents  Parlementaires:  1900,  p.  81. 
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bank,  it  was  provided  that  for  the  first  five  years  under 
the  new  regime  there  should  be  deducted  from  the  tax 
one-fifth  of  the  amount  collected  during  the  five  previous 
years. 

The  average  paid  under  this  provision  down  to  the 
discussion  over  the  renewal  of  the  charter  in  1872,  was 
83,888.20  francs  ($16,200).  In  view  of  these  figures,  it 
was  proposed  at  that  time  by  M.  Malou,  the  Minister  of 
Finance,  to  compound  with  the  Bank  for  an  annual  pay- 
ment of  84,000  francs  a  year  for  ten  years  from  January  i , 
1873.  The  proposal  of  this  fixed  Hmit,  over  a  period 
likely  to  be  marked  by  an  upward  movement  in  the  circu- 
lation, was  considered  as  a  partial  compensation  to  the 
Bank  for  the  abandonment  of  the  proceeds  of  discount 
above  5  per  cent.  It  was  declared  that  in  enjoying  by 
degrees  the  diminution  of  the  tax  on  notes,  the  Bank  was 
morally  obUgated  to  incur  the  expense  necessary  to  renew 
the  notes  more  frequently  when  they  came  in  somewhat 
worn,  if  even  it  should  not  be  able  at  some  time,  like  the 
Bank  of  England,  to  replace  every  bill  received  by  an 
entirely  new  one.  The  committee,  however,  decided  in 
favor  of  continuing  the  system  of  a  tax  of  50  centimes  per 
1,000  francs  on  the  average  of  the  actual  circulation,  and 
this  provision  ultimately  prevailed."  The  amount  en- 
tered in  the  profit  and  loss  accotmt  for  1907  on  account 
of  the  stamp  tax  was  371 1702.37  francs  ($71,750). 

SERVICES   PERFORMED   BY   THE   BANK   POR   THE   STATE. 

One  of  the  chief  purposes  of  the  creation  of  the  National 
Bank  of  Belgium  was  to  afford  a  safe  and  sympathetic 

"Noel,  I.,  p.  528-529. 
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organ  to  the  Government  for  carrying  on  the  fiscal 
operations  of  the  Treasury.  The  original  charter  con- 
tained the  following  simple  provisions  on  this  subject: 

"Article  X. 

"The  Bank  shall  act  as  cashier  for  the  State  under 
conditions  to  be  determined  by  law. 

"Article  XI. 

"  If  a  savings  bank  shall  be  established,  the  Government 
reserves  the  right  to  have  it  managed  by  the  Bank. 
This  service  shall  be  distinct  and  independent  from  the 
business  of  the  Bank  and  its  organization  shall  be  the 
subject  of  a  law." 

The  act  passed  in  conformity  with  the  first  of  these 
provisions  became  law  only  five  days  after  the  adoption 
of  the  charter  of  the  new  bank.  It  was  brief  and  general 
in  character,  containing  only  nine  articles  and  leaving 
details  to  be  incorporated  in  the  statutes  of  the  Bank  by 
agreement  between  the  Bank  and  the  Government.  The 
first  article  simply  confided  to  the  Bank  the  service  of 
cashier  for  the  State  and  subjected  the  Bank  to  the  super- 
vision of  the  court  of  accounts,  which  the  Soci6t^  G^n^rale 
had  resisted.  It  was  provided  that  the  Bank  should 
establish  an  agency  in  the  chief  town  of  every  judicial 
district  and  in  additional  localities  where  the  Government 
should  consider  it  necessary  in  the  interest  of  the  treasury 
and  of  the  public.  The  agents  of  the  Bank  are  named 
by  the  King  from  a  double  list  of  candidates  presented 
by  the  administrative  council  of  the  Bank.  They  are 
required  to  furnish  bonds  in  the  form  of  real  estate  or 
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public  funds,  but  are  paid  entirely  by  the  Bank."  The 
books  relating  to  the  treasury  service  are  kept  by  methods 
prescribed  by  the  Government  and  are  subject  to  inspec- 
tion by  representatives  of  the  Ministry  of  Finance.  Two 
important  provisions  regarding  the  administration  of 
the  public  funds  by  the  Bank  are  set  forth  in  the  con- 
solidation of  various  laws  proclaimed  by  Eling  Leopold 
on  August  7,  1900,  embodying  the  changes  made  by  the 
law  of  March  26,  1900,  extending  the  charter.  These 
provisions  are  as  follows: 

"Article  VII. 

"The  National  Bank  shall  perform  gratuitously  the 
service  of  cashier  for  the  State.  The  Bank  shall  bear  all 
expenses  of  management,  of  material,  of  transportation, 
and  of  transfer  of  funds,  and  shall  share  in  the  expenses 
of  the  treasury  in  the  provinces  to  an  amount  of  230,000 
francs  annually.  This  amoimt  shall  not  be  increased  at 
the  revision  of  the  convention  provided  for  by  Article  IX 
of  this  act. 

"The  available  funds  of  the  treasury  in  excess  of  the 
requirements  of  the  service  shall  be  invested  by  the  Bank 
in  commercial  securities.  The  Bank  shall  be  guarantor 
for  the  securities  acquired  or  set  aside  for  account  of  the 
treasury." 

The  ninth  and  last  article,  above  referred  to,  provides 
that  the  convention  between  the  Government  and  the 
Bank  shall  be  subject  to  revision  every  ten  years. 

The  first  arrangement  between  the  Bank  and  the  Gov- 
ernment allotted  to  the  Bank  for  its  services  a  compen- 

oUlens,  Les  Banques  d'Emission,  p.  364 
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sation  which  should  not  exceed  200,000  francs  per  year 
and  from  which  it  must  meet  all  expenses  of  management, 
material,  transportation,  and  transfer  of  funds.  It  was 
not  until  the  eve  of  the  renewal  of  the  charter  in  1872 
that  it  was  provided  that  this  service  should  not  only  be 
jierformed  gratuitously,  but  that  the  Bank  should  bear 
a  share  of  the  cost  of  the  treasury  service  in  the  provinces 
to  an  annual  amount  of  1 7  5 ,000  francs  ($33,775).  Already, 
during  the  negotiations  for  the  new  charter,  a  new  con- 
vention was  concluded  between  the  Minister  of  Finance 
and  the  Bank  on  November  30,  1870,  which  provided 
that  from  January  i,  1871,  to  December  31,  1875,  the 
change  above  referred  to  should  be  made.  The  minister 
based  his  demand  for  this  concession  upon  the  advantages 
which  the  Bank  had  derived  from  the  increase  in  the 
treasury  balance.  The  Bank  thought  proper  to  submit 
to  this  new  obligation  "in  order  to  maintain  the  har- 
monious relations  which  had  always  existed  between 
itself  and  the  Government."  " 

The  law  of  May  20,  1872,  sanctioned  this  change  and 
provided  that  the  payment  of  175,000  francs  should  not 
be  increased  so  long  as  the  Bank  should  be  charged  with 
the  ftmctions  of  cashier.  A  later  law  of  July  17,  1872, 
required  that  in  all  localities  where  an  agency  of  the  Bank 
should  be  established  there  should  also  be  an  agency  of 
the  treasury,  specially  charged  with  the  control  of  receipts 
and  expenditures.  A  ftirther  increase  was  made  at  the 
renewal  of  the  charter  in  1900  in  the  amount  contributed 
by  the  Bank  toward  the  expenses  of  treasury  adminis- 
tration, carrying  the  amotmt  to  230,000  francs  ($44,400). 


oNoel,  Banques  d'Emission  en  Europe,  I,  p.  551. 
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Under  the  authority  of  these  provisions  the  Bank  re- 
ceives payments  and  makes  disbursements  on  account  of 
the  Government  at  all  its  agencies.  It  is  charged  with  the 
custody  of  the  public  funds  of  the  treasury,  of  the  sinking 
fund,  and  of  the  deposit  and  consignation  fund,  and  with 
the  services  which  are  connected  therewith.  It  is  also 
charged  with  the  receipt  of  securities  of  the  public  debt 
destined  to  be  registered  or  converted  into  securities  to 
bearer.  It  collects  the  coupons  of  securities  of  which  it 
has  the  custody  for  different  state  funds  and  carries  the 
proceeds  to  the  proper  account. 

Payments  are  made  by  the  representatives  of  the  Treas- 
ury in  the  Bank  only  with  the  approval  of  a  treasury 
agent,  who  countersigns  the  receipts  of  all  collections 
effected  by  the  agent  of  the  Bank  and  who  alone  has  the 
responsibility  of  all  payments  made  by  the  Bank.  The 
latter  is  not  responsible  for  the  standing  of  the  claims. 
The  indorsement,  "noted,  payment  approved"  (vu,  bon 
k  payer),  affixed  by  the  agent  of  the  treasiuy,  protects 
the  Bank  completely  and  transforms  individual  drafts  into 
paper  payable  to  bearer." 

A  ministerial  order  of  October  20,  1868,  modifying  the 
order  of  December  5,  1850,  directed  the  agents  of  the 
treasury  to  assign  to  the  offices  of  the  National  Bank  pay- 
ments in  the  following  cases : 

"  I.  Expenses  of  the  State,  including  fixed  expenditures, 
expenditures  submitted  to  preliminary  liquidation,  and  ex- 
penditures based  upon  open  credits; 

"2.  Special  expenses  of  the  State — ^that  is,  expenses  re- 
lating to  the  special  fimds  for  pensions  and  saving  (pr6- 

oNoel,  I,  p.  553. 
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voyance),  disbtirsements  from  provincial  and  from  local 
funds; 

"3.  To  note  the  payments  made  into  the  hands  of  the 
agents  of  the  Bank  in  its  capacity  as  cashier  of  the  State." 

The  agents  of  the  treasury  can  make  drafts  upon  the 
agents  of  the  Bank  only  by  virtue  of  authorizations  ema- 
nating from  the  Department  of  Finance,  except  in  the  case 
of  drafts  (mandats)  issued  by  the  administrators  of  the 
savings  bank  of  primary  teachers.  The  Minister  of  Fi- 
nance advises  the  Bank  of  the  opening  of  credits  on  the 
public  treastury  and  indicates  the  localities  in  which  such 
payments  may  be  effected.  He  informs  the  Bank  of  the 
issue  of  orders  for  the  retturn  of  securities  deposited  in  its 
custody.  Such  a  notice  is  not  required  for  securities  which 
belong  to  the  sinking  fimd  or  to  the  Bank  of  Deposits  and 
Consignations.  The  coupons  of  public  loans  are  payable 
at  all  agencies  of  the  Bank  without  the  opening  of  a  credit. 

On  the  loth  and  25th  of  each  month  the  administration 
of  the  Bank  addresses  to  the  Minister  of  Finance  an  ac- 
count of  receipts  and  disbursements  up  to  the  expiration 
of  the  previous  half  month  and  also  an  account  of  the 
obligations  of  the  public  debt  and  other  securities  received 
and  delivered.  In  the  month  of  January  the  Bank  sub- 
mits in  triplicate  to  the  court  of  accounts  through  the  in- 
termediary of  the  Minister  of  Finance  the  account  of  its 
operations  on  behalf  of  the  treasury  during  the  preceding 
year.  This  account  is  divided  into  two  parts,  of  which 
one  sets  forth  by  agencies  the  operations  in  money  and 
the  other  the  operations  in  securities. 

The  agents  of  the  Bank  meet  the  general  expenses  of  the 
State  and  the  provinces  upon  warrants  signed  by  the  agent 
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of  the  treasury  in  the  proper  district  to  the  amount  of 
the  credits  opened  by  the  Minister  of  Finance  or  in  his 
name,  of  which  the  Bank  is  previously  advised.  Pay- 
ment is  made  without  the  intervention  of  the  agent  of  the 
treasury,  but  only  after  previous  advice  either  of  the  issue 
of  drafts,  the  opening  of  credits,  drafts  to  order  delivered 
by  the  minister,  drafts  to  bearer  delivered  by  the  treasury, 
credits  which  are  opened  by  the  service  of  the  sinking 
fund  and  the  Bank  of  Deposits  and  Consignations,  and, 
finally,  interest  coupons  of  the  public  debt  and  other  se- 
curities to  bearer  representing  interest  payments. 

The  agents  of  the  Bank  keep  a  separate  account  of  their 
operations  for  the  service  of  the  Government.  They  keep 
for  this  purpose  a  journal  of  receipts,  a  journal  of  dis- 
bursements, a  ledger,  and  a  record  of  funds  held  at  the 
disposition  of  the  agent  of  the  treasury.  Copies  or  ex- 
tracts from  these  books  are  sent  weekly  or  monthly  to  the 
agent  of  the  treasury.  There  is  also  remitted  to  the  agent 
of  the  treasury  a  list  in  duplicate  of  obUgations  paid 
upon  his  signature  on  the  morrow  on  the  day  of  payment. 
A  copy  of  this  list,  indorsed  with  an  acknowledgment  of 
its  reception,  is  sent  back  by  the  treasury  agent  to  the 
agent  of  the  Bank.  Every  fifteen  days  these  lists  are  ex- 
changed for  a  receipt  detached  by  the  agent  of  the  treas- 
ury from  a  duplicate  register.  On  the  same  dates  the 
agents  of  the  Bank  are  required  to  send  also  to  the  agent 
of  the  treasury  the  papers  showing  payments  which  have 
been  made  in  matters  which  do  not  require  his  signature. 

In  order  to  promote  the  convenience  of  both  parties,  the 
agents  of  the  Bank  and  of  the  State  are  usually  established 
in  the  same  building  or  in  close  relations  with  each  other. 
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The  criticism  has  been  made  in  some  quarters  that  the 
relationship  is  too  close  between  the  State  and  the  Bank, 
and  that  the  credit  of  the  Bank  would  suffer  if  the  credit 
of  the  State  were  attacked  through  violations  of  the  neu- 
trality of  Belgium  or  from  other  causes.  It  was  declared 
in  the  debates  of  1872,  by  M.  Couvretur,  that  the  serious 
dangers  to  which  the  Bank  had  been  exposed  in  1S70  had 
arisen  solely  from  the  close  connection  between  the  Bank 
and  the  State  created  by  the  law  of  1850.  Summing  up 
the  multipHcity  of  services  performed  by  the  Bank  in  its 
relations  with  the  treasury,  a  historian  of  the  bank 
declares:" 

"Such  are  the  functions  which  the  organic  laws  have 
imposed  upon  the  National  Bank  of  Belgitmi.  In  fine, 
this  estabHshment  is  a  true  cashier  of  the  State,  while  the 
agents  of  the  treasury  are  only  simple  bookkeepers,  having 
nothing  to  do  with  the  handhng  of  funds.  Taxes  and 
imposts  of  all  sorts  are  collected  by  particular  ofiicers, 
receivers  of  direct  taxes,  customs,  excises,  taxes  for  regis- 
tration, for  successions,  lands,  right  of  navigation,  guar- 
dians of  mortgages,  collectors  for  the  post-office  and  the 
telegraph,  and  station  masters  of  the  State  railways ;  but 
the  proceeds,  garnered  up  by  the  agents  of  the  treasury,  are 
paid  immediately  to  the  agent  of  the  cashier  of  the  State — 
that  is,  into  the  vaults  of  the  National  Bank. 

"The  responsibihty  of  the  Bank  is  from  this  fact  con- 
siderable, but  it  bears  only  on  the  substance  of  the  cash 
belonging  to  the  State.  The  latter  reserves  the  responsi- 
bility of  the  bookkeeping,  without  which  the  Bank  is 
neither  able  nor  ought  to  pay,  and  it  is  represented  in  this 

o  Noel  I,  p.  55,6. 
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respect  by  thirty  principal  agencies,  determined  by  the 
judicial  or  administrative  districts,  and  by  auxiliary 
agencies." 

The  manner  in  which  direct  disbursements  and  receipts 
by  the  Bank  on  behalf  of  the  treasury  have  grown  during 
the  last  forty  years  is  indicated  in  the  table  below.  The 
reduction  in  the  balance  after  1870  is  due  to  the  agree- 
ment made  in  1872  by  which  the  excess  of  the  treasury 
balance  above  current  needs  should  be  invested  by  the 
Bank  in  foreign  bills  for  the  account  of  the  treasury. 

Transactions  for  the  Treasury. 


Receipts, 


Payments. 


Balance, 
Dec.  31. 


186S 
1870, 
187s 
1880. 
1890 
X900. 
190S 
1906 
1907 
1908 


Francs. 

27s. 500,000 

262, 200, 000 

4S9, 700,000 

801, 100,000 

X, 100, zoo, 000 

1.895,354,000 

2,369.330,000 

',655, 735.000 

2, 790, 284, 000 

2.  767,  600, 000 


Francs. 

262, 900, 

28s, 700, 

467, 600, 

804, 100, 

±, 100.300. 

1,906,49s. 

2,370, 181, 

ii.6ss.998, 

2, 021, 621, 

2,868,150, 


000 
000 
000 
000 
000 
000 
000 
000 
000 
000 


Francs. 
89,400, 
S7. 100, 
33,600, 
27, 000, 
28, 200, 
13,469, 
21. 171, 
12,935, 
19,429. 
12, 151, 


000 
000 
000 
000 
000 
522 
279 
285 
990 
S3I 


In  addition  to  direct  receipts  and  disbursements  on  the 
current  account  of  the  treasury  the  National  Bank  per- 
forms many  other  functions.  It  acts  as  registrar  and 
transfer  office  of  the  national  debt,  and  is  custodian  of 
bonds  given  by  pubUc  officials  and  of  various  special  funds 
established  by  the  Government,  like  those  of  the  Postal 
Savings  Bank.  These  functions  impose  upon  the  Bank 
heavy  burdens  and  large  expenditures.  It  was  declared 
by  M.  Pirmez,  in  his  report  to  the  chambers  in  1872,  that 
the  annual  value  of  the  benefits  derived  by  the  State  from 
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the  operations  of  the  Bank  represented  more  than  a  half 
milUon  of  francs  ($96,500).''  If  this  was  the  case  in  1872, 
when  total  disbursements  and  receipts  footed  up  to 
683,600,000  francs  ($132,000,000),  the  benefit  to  the  State 
and  the  consequent  cost  to  the  Bank  have  since  been  mul- 
tiplied many  times.  Total  receipts  and  disbursements  in 
1899,  which  represented  the  latest  figures  available  at  the 
time  of  the  discussion  over  the  charter  in  1900,  were 
3.375.000,000  francs  ($651,500,000),  or  about  five  times 
the  amount  when  M.  Pirmez  made  his  report  in  1872. 
This  might  not  in  itself  indicate  an  increase  of  the  charges 
by  a  corresponding  ratio,  but  in  other  fields  the  increase 
in  the  bturdens  imposed  upon  the  Bank  showed  a  still 
larger  proportion  of  increase.  A  special  report  on  the 
services  rendered  by  the  Bank  to  the  State  was  made  by 
the  governor  to  the  general  council  on  May  29,  1897,  in 
which  he  declared  that  half  of  the  great  hall  of  the  Bank 
was  exclusively  devoted  to  the  pubHc  service,  which 
reqtiired  not  less  than  a  dozen  wickets.  Giving  a  graphic 
idea  of  the  daily  routine  in  the  Bank,  the  governor  con- 
tinued :  * 

"The  other  half  of  the  hall  is  reserved  to  the  operations 
of  the  Bank  for  its  own  account.  There  notes  are  ex- 
changed for  specie  and  specie  for  notes.  There  discounters 
come  to  rettum  the  receipts  delivered  in  exchange  for 
their  documents;  there  also  checks  are  settled,  ctirrent 
accounts  dealt  with,  and  all  drafts  are  paid.  In  spite  of 
this  multiplicity  of  varied  services,  the  congestion  is  in 
general  less  than  at  the  windows  where  operations  are 

^Documents  Officiels:  1872,  p.  35. 

&  Documents  Parlementaires:  1900,  p.  220. 
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carried  on  for  account  of  the  State.  There,  at  the  periods 
of  the  maturity  of  the  coupons  of  the  pubUc  debt,  of  the 
annuity  bank  (Caisse  d'Annuitds),  of  communal  credit, 
and  of  the  local  railways,  on  the  eve  and  the  morrow  of 
settlements  for  the  Government,  at  the  moment  of  pension 
payments,  the  influx  is  such  that  the  guards  estabUshed 
for  supervision  of  the  matter  are  compelled  to  insist  that 
everyone  take  his  place  at  the  different  wickets  in  the 
order  of  arrival.  If,  as  often  happens,  there  are  added  to 
these  numerous  operations  the  payments  on  account  of 
the  public  offices,  the  post-office,  and  the  railways,  or 
even  the  deposit  of  securities  on  accoimt  of  the  Bank  of 
Deposits  and  Consignations,  it  requires  all  the  coolness 
and  intelligence  of  our  force  to  prevent  difficulties,  errors, 
and  complaint." 

Undertaking  to  sum  up  some  of  the  costs  to  the  Bank 
of  this  service,  it  was  pointed  out  that  those  agencies  in 
which  there  was  no  discount  office  imposed  an  expense 
without  any  compensating  profit.  In  addition  there  was 
at  Brussels  a  public  cashier,  having  under  his  orders  a 
group  of  functionaries  and  employees  all  paid  by  the  Bank, 
but  occupied  with  nothing  else  than  this  service.  More- 
over, this  force  would  be  absolutely  inadequate  if  at  every 
moment  the  management  did  not  detach  from  the  forces 
of  the  Bank  a  certain  number  of  employees  and  collectors, 
who  lent  their  aid  on  the  days  when  the  need  assumed 
unexpected  proportions,  like  the  days  when  it  was  neces- 
sary to  classify  securities,  detach  coupons,  and  receive 
payments  of  notes,  silver,  and  nickel.  Comparing  condi- 
tions in  1896,  the  latest  year  then  available,  with  those  of 
earlier  years,  it  was  declared  that  the  number  of  coupons 
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paid  in  1870  amounted  to  only  349,314,  while  in  1896  the 
number  was  1,242,257,  for  a  total  amount  of  16,870,382 
francs.  The  progression  was  hardly  less  rapid  dtuing  the 
twelve  years  after  1896,  the  number  of  coupons  paid  in 
1908  on  all  classes  of  obligations  rising  to  3,266,620.  In 
addition  to  these  coupons  paid  over  the  counter,  there 
were  detached  from  securities  deposited  in  government 
ftmds  in  1908  coupons  to  the  number  of  1,592,700. 

The  special  report  of  1897  declared  that  the  conver- 
sion of  the  2,%  per  cent  debt  and  the  3  percents  had  occa- 
sioned a  movement  of  more  than  2,000,000,000  francs  in 
securities  of  the  Belgian  debt  and  that  the  renewal  of  the 
coupons  of  the  annuity  bank  had  caused  a  movement  of 
more  than  50,000,000  francs.  The  law  of  September  11, 
1895,  authorizing  pensions  to  be  paid  monthly,  had  resulted 
in  the  presentation  of  10,000  additional  orders  at  Brussels 
alone.  The  Bank  had  been  compelled  to  construct  new 
deposit  boxes  to  guard  the  numerous  securities  confided 
by  the  State  to  its  care.  According  to  the  balance  sheet 
of  December  31,  1896,  deposits  of  public  funds  on  Gov- 
ernment account  already  amotmted  to  1,011,125,354 
francs.  This  amount  had  increased  on  December  31,1 908 , 
to  1,752,298,028  francs. 

The  increase  in  the  service  of  the  debt  was  a  natural 
consequence  of  the  increase  in  public  obligations.  Down 
to  1873  the  debt  of  Belgium  consisted  chiefly  in  about 
500,000,000  francs  in  4X  percents.  By  1899  the  total  of 
the  debt  had  risen  to  2,369,000,000  francs,  partly  from 
the  fact  that  the  Government  assumed  the  debt  of  the 
railway  trunk  lines  which  were  taken  over  by  the  State. 
Special  issues  for  local  railways,  the  Congo,  and  various 
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public  enterprises  not  only  increased  the  amount  of  the 
debt,  but  greatly  added  to  the  complications  of  registra- 
tion, transfer,  and  payment  of  coupons." 

In  spite  of  the  large  part  played  by  treasury  operations 
in  the  business  of  the  Bank,  it  remains  to  be  said  that  the 
Government  has  never  yet  felt  compelled  to  abuse  its 
influence  over  the  Bank  to  extort  large  loans.  One  of  the 
questions  addressed  to  the  Government  by  the  central 
section  of  the  chambers,  pending  the  renewal  of  the  char- 
ter in  1900,  was  whether  the  State  was  a  borrower  from 
the  National  Bank.  The  answer  of  the  Government  was 
simple  and  direct:'' 

"  The  State  does  not  borrow  from  the  National  Bank. 
The  Government  possesses  no  other  authority  to  borrow 
than  that  inscribed  in  the  regular  budget  or  in  special 
laws,  i.  e.,  by  the  issue  of  securities  of  the  public  debt  or 
by  the  negotiation  of  treasury  bonds.  The  employment 
made  of  these  authorizations  is  set  forth  in  the  statement 
of  condition  of  the  treasury  and  the  accounts  of  the 
administration  of  finance,  distributed  annually  to  the 
members  of  the  legislative  chamber.  Under  authority  of 
its  statutes  the  Bank  may  discount  to  a  maximum  of 
10,000,000  francs  treasury  bonds  issued  in  virtue  of  the 
authority  above  set  forth.  Article  27  of  the  statutes  of 
the  Bank  provides  that  'the  conditions  of  discount  for 
treasury  bonds  shall  be,  as  to  rate  and  time,  the  same  as 
for  commercial  paper.'  The  treasury  bonds  thus  dis- 
counted by  the  Bank  are  included  in  the  domestic  assets." 

o  Documents  Parlementaires:  1900,  p.  450. 
6  Ibid.,  p.  189. 
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It  was  not  admitted  by  the  critics  of  the  Bank,  however, 
that  these  services  to  the  State  had  been  performed  with- 
out both  direct  and  indirect  compensation.  In  an  elabo- 
rate analysis  of  the  subject  in  the  debates  in  the  cham- 
ber, M.  Grimard  declared  that  when  the  Bank  dealt  with 
the  State  it  forgot  that  it  owed  to  the  latter  everything; 
for  when  the  State  made  a  bank  its  cashier  the  Bank  by 
that  fact  acquired  a  considerable  moral  force  in  the  public 
eye.  The  treasury  itself  kept  a  balance  on  current 
account,  which  on  December  31,  1898,  stood  at  47,000,000, 
francs  ($9,071,000)."  Interest  upon  this  sum,  computed 
at  3.30  per  cent,  would  afford  a  profit  of  1,424,100  francs 
($274,850).  In  the  case  of  the  savings  bank,  moreover, 
the  Bank  collected  a  twentieth  part  of  the  proceeds  of 
loans  on  pledges.  Such  loans  in  1897  were  94,400,000 
francs,  upon  which  interest  at  the  rate  of  4  per  cent 
amounted  to  3,776,000  francs,  of  whicli  the  Bank  took 
188,800  francs  ($36,300).  For  the  commission  charged 
when  loans  by  the  sayings  bank  were  made  through  the 
discount  offices  also,  M.  Grimard  computed  earnings  by 
the  Bank  of  1 10,506  francs  ($21 ,330) ,  making  a  total  (with 
another  small  item)  of  321,106  francs  ($62,000).  The 
Bank  profited  also  from  its  alleged  gratuitous  services  to 
the  public  in  the  sale  of  drafts  by  the  balances  of  money 
always  in  its  hands. '' 

"  This  figure  was  rather  exceptionally  high.  The  average  balance  during 
1898  was  29,053,979  francs.  The  balance  on  December  31,  1904,  was 
22,022,462  francs  and  the  average  for  1904  13,555,006  francs;  the  balance 
on  December  31,  1908,  was  12,151,531  francs  and  the  average  for  igo8 
18,985,039  francs. 

6  Discussions  Parlementaires:  1900,  pp.  72-80. 
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INVESTMENTS  ON  BEHALF  OF  THE  TREASURY. 

The  Government  of  Belgium,  not  content  with  imposing 
upon  the  National  Bank  the  gratuitous  performance  of  all 
services  required  in  treasury  operations  and  the  manage- 
ment of  the  public  debt,  requires  the  Bank  to  invest  for  the 
profit  of  the  treasury  any  surplus  in  the  government  bal- 
ance above  actual  current  needs.  The  point  at  which  such 
investments  are  taken  up  is  when  the  treasury  balance  ex- 
ceeds 5,000,000  francs.  The  investment  is  required  to  be 
made,  not  in  long  time  obligations,  but  in  commercial 
paper.  The  bank  is  authorized  to  make  the  selection  of 
the  paper  in  which  the  public  funds  are  invested,  but  is  re- 
quired to  guarantee  its  value  to  the  treastury.  An  arrange- 
ment with  the  Government  on  July  17,  1872,  prescribed 
that  the  investment  was  to  be  made  in  general  in  purchase 
of  commercial  securities  drawn  on  foreign  countries,  pay- 
able in  cash,  but  that  it  might  be  made  under  some  circum- 
stances in  domestic  paper.  While  the  Bank  guarantees 
the  payment  of  the  securities,  the  government  permits 
losses  as  well  as  profits  resulting  from  exchange  to  be 
charged  to  the  account.  It  also  permits  the  inclusion  of 
cost  of  insurance,  transfers  of  specie,  commissions  paid  to 
foreign  houses  and  commissions  paid  to  discounters  or  other 
intermediaries  to  which  the  Bank  may  have  recourse." 

This  service  in  itself  has  become  of  considerable  im- 
portance and  has  imposed  serious  labor  upon  the  Bank. 
In  the  report  of  the  Chevalier  Descamps  in  1900,  the  re- 
ceipts for  1899  on  account  of  transactions  of  this  character 
for  the  treasury  were  stated  at  379,652,858  francs  and  dis- 

o  Documents  Officiels:  1872,  p.  XXVII. 
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bursemerits  at  378,053,332  francs  ($73,000,000) .  The  bal- 
ance to  the  credit  of  the  Government  on  December  31, 
1899,  was  31,340,401  francs  ($6,050,000),  consisting  of 
paper  held  at  Brussels  to  the  amount  of  23,424,986  francs 
and  balances  with  foreign  correspondents  to  the  amount 
of  7,915,415  francs."  The  investment  of  this  considerable 
sum  affords  the  treasury  a  respectable  profit,  in  addition 
to  the  taxes  and  participation  in  the  profits  of  the  Bank 
which  are  based  upon  general  law  and  the  provisions  of  the 
charter.  The  profits  realized  from  the  operations  of  1899 
were  640,343  francs  ($123,500).  The  balance  of  this  in- 
vestment fund  and  the  profit  to  the  treasury  have  been  in 
recent  years  as  follows: 

Profits  from  treasury  investments. 


Year. 


Balance, 
Dec.  31. 


Profit  for 
year. 


1905. 
1906. 
1907. 
1908. 


Francs. 
34.791.309 
44.SS7.86i 

2.43S.6S9 
37,814,692 


Francs. 

1, 022, 200 
881,800 
790, 000 
730, 000 


SERVICES   PERFORMED   FOR   THE   GENERAI,   SAVINGS   BANK 

It  was  provided  by  Article  XI  of  the  original  charter  of 
the  National  Bank  that  if  a  general  savings  bank  should  be 
established,  the  Government  reserved  the  right  to  have  its 
operations  carried  on  through  the  National  Bank.  The 
proposal  to  establish  a  savings  bank  was  realized  by  the  law 
of  March  16,  1865,  which  provided  also  for  absorbing  into 
the  new  institution  the  retirement  fund  established  by  a 

o  Documents  Parlementaires :  igcxa,  p.  453. 
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law  of  May  8,  1850.  The  Government  was  authorized  to 
make  an  advance  of  50,000  francs  for  the  initial  expenses 
of  the  savings  bank  and  later,  by  the  laws  of  March  26, 
1866,  and  December  28,  1867,  opened  new  credits  with  the 
same  object  to  the  amount  of  1 50,000  francs. 

The  Belgian  institution  was  framed  upon  different 
models  from  the  savings  banks  established  in  France  and 
England.  It  aimed  not  merely  to  implant  the  principle  of 
economy,  but  sought  to  surround  the  withdrawal  of  de- 
posits with  such  formalities  and  disadvantages  as  would 
deter  depositors  from  making  unwise  use  of  their  savings 
after  they  had  been  accumulated.  As  inducements  to 
leave  money  with  the  Bank,  the  law  admitted  depositors 
to  a  share  in  the  profits  which  might  accumulate  in  excess 
of  the  interest  regularly  allotted.  The  Government  was 
authorized  after  each  five-year  period  to  divide  a  part  of 
the  reserve  fund  among  the  accounts  existing  for  at  least  a 
year  and  derived  from  the  earnings  of  the  previous  five 
years."* 

In  order  to  realize  satisfactory  profits,  moreover, 
investments  were  made  not  wholly  in  securities  of  the 
public  debt,  but  in  mortgages  and  commercial  loans.  In 
discussing  the  progress  of  the  Bank  in  1872,  M.  Fr^re- 
Orban  declared  that  it  had  even  then  a  sum  of  25,000,000 
francs  which  was  at  the  disposition  of  landowners,  manu- 
facturers, and  merchants  for  operations  which  were  out- 
side the  scope  of  the  National  Bank,  because  they  were 
securities  not  distinctively  commercial  and  had  a  longer 
term  than  that  prescribed  for  the  assets  of  the  Bank. 

oNoel,  I,  p.  565. 
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This  exceptional  character  of  the  savings  bank  invest- 
ments has  imposed  upon  the  National  Bank  a  large 
amomit  of  labor  in  seeking  and  scrutinizing  proper  invest- 
ments, attending  to  collections  and  renewals,  and  other- 
wise performing  banking  functions  for  the  savings  bank. 
The  savings  bank  funds  have  been  used  in  the  develop- 
ment of  such  economic  works  as  the  Cr^it  Fonder  (land 
bank)  and  the  Society  of  Working  Men's  Homes.  °  Some- 
thing has  been  accomplished  also  in  the  promotion  of 
agricultural  credit  banks. 

By  a  decree  of  March  25,  1891,  the  governing  board  of 
the  savings  bank  fixed  the  rate  and  general  conditions  of 
loans  to  be  granted  to  individuals,  associations,  provinces, 
and  communes  for  the  construction  and  purchase  of  work- 
ing men's  houses.  Under  the  influence  of  the  savings 
bank  a  great  number  of  societies  of  working  men's  houses 
have  been  founded  and  form  an  intermediary  between 
the  working  men  and  the  Bank.  The  latter  advances 
funds  at  an  interest  rate  ol  2%  per  cent  for  the  credit 
societies  which  accept  the  supervision  of  the  Bank  and  at 
3  per  cent  for  others.  These  credit  societies  are  those 
which  refrain  from  direct  ownership  of  fixed  property, 
but  promote  by  way  of  loans  the  construction  and  purchase 
of  houses.  The  savings  bank  provides  also  for  insurance 
for  the  fulfillment  of  such  contracts.  On  December  31, 
1906,  the  savings  bank  had  advanced  to  128  societies  of 
credit  91,190,037  francs  ($17,600,000)  and  to  43  building 
societies  4,763,880  francs  ($920,000).* 

«  Ulens,  p.  370. 

6  Annuaire  Statistique  de  La  Belgique,  1907 ,  pp  xxxiv-xxxv. 
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The  National  Bank  has  been  the  custodian  of  the  securi- 
ties owned  by  the  savings  bank  or  upon  which  loans  have 
been  made,  and  the  work  involved  in  handUng  the  busi- 
ness has  been  considerable.  The  savings  bank  has  had  a 
cash  balance  at  the  National  Bank  which  is  merged  in 
the  balance  sheet  with  other  current  accounts.  The 
amount  of  this  balance  varies  from  time  to  time  according 
to  the  excess  of  receipts  or  payments  on  savings  bank 
account.  The  amount  on  December  31,  1899,  when  the 
extension  of  the  charter  was  under  discussion,  was 
4,458,633  francs.  The  amount  on  December  31,  1908, 
was  8,807,463  francs.  The  securities  in  the  custody  of 
the  Bank,  however,  including  mortgages,  bonds,  and 
foreign  bills,  have  tended  to  increase  with  the  growth  of 
the  deposit  liabilities  of  the  savings  bank.  The  ^owth 
of  the  latter  is  indicated  in  a  summary  manner  by  the 
following  table : 

Growth  in  deposits  of  the  savings  bank. 


December  31- 


Total  deposits. 


1880. 
1S90. 
1900. 
190S. 
1906. 


200,565 
731.057 

i.  757.906 
2,311,84s 
2, 419, 710 


Francs. 
135,098,  287 
325,415,412 
661,507,886 
785,704,576 
812,093,  923 


Only  a  portion  of  this  liability  is  represented  by  securi- 
ties in  the  custody  of  the  National  Bank,  because  a  con- 
siderable part  has  been  converted  into  securities  held  by 
depositors.  The  value  of  securities  of  various  sorts,  in- 
cluding commercial  paper  and  foreign  bills,  in  the  custody 
of  the  National  Bank  increased,  however,  from  152,934,897 
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francs  on  December  31,  1898,  to  234,322,680  francs 
($45,220,000)  on  December  31,  1908. 

In  a  special  report  made  by  the  governor  of  the  National 
Bank  to  the  general  comicil  of  the  Bank  on  May  29,  1897, 
it  was  pointed  out  that  the  securities  held  for  the  savings 
bank  increased  from  22,641,338  francs  on  December  31, 
1872,  to  143,202,268  francs  on  December  31,  1896,  multi- 
plying by  six  times  the  volume  of  labor  imposed  upon  the 
Bank.  In  a  report  of  an  earUer  date  in  the  same  year,  it 
was  declared  that  the  receipts  and  disbursements  in  the 
provinces  on  savings  bank  deposit  books  represented  in 
1896,  340,250  operations,  involving  a  movement  of  127,- 
452,000  francs.  Including  receipts  and  disbursements  at 
Brussels,  the  total  of  operations  on  account  of  the  savings 
bank  amounted  to  538,252,000  francs.  Moreover,  paper 
had  been  discounted  at  the  National  Bank  for  account  of 
the  savings  bank  to  the  number  of  20,000  pieces,  repre- 
sentiug  a  value  of  406,700,000  francs.  It  was  necessary 
for  the  National  Bank  to  verify  the  documents  in  such 
cases  discounted  at  Brussels,  those  discounted  by  the 
comptoirs,  and  those  remitted  by  foreign  correspondents. 
The  report  continued:" 

"The  Bank  is  compelled  to  note  if  each  piece  of  paper 
is  regularly  drawn,  accepted,  indorsed,  and  stamped. 
After  all  these  verifications  by  the  discount  division,  the 
securities  are  deposited  in  distinct  compartments  of  the 
service.  They  are  withdrawn  at  maturity  to  secure  col- 
lection either  at  the  head  office,  at  the  agencies  abroad, 
or  by  the  post,  all  being  done  according  to  papers  prepared 
by  the  National  Bank.     Double  operations,  therefore,  of 

»  Documents  Parlementaires:  1900,  p.  230. 
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entry  and  outgo,  have  to  be  each  time  examined,  verified, 
and  audited,  giving  occasion  for  a  movement  of  more  than 
800,000,000  francs.  But  of  all  the  services  of  the  savings 
bank,  that  which  has  increased  in  the  most  sensible  pro- 
portion is  that  of  loans  on  public  funds.  Ten  years  ago 
(1886)  the  Bank  effected  for  the  savings  bank  900  loan 
operations  for  21,600,000  francs.  In  1896  the  number  of 
operations  had  risen  to  5,650  and  the  amount  of  the  loans 
to  103,500,000  francs  ($20,000,000).  Here  again  the  Na- 
tional Bank  is,  without  any  aid,  giving  its  efforts  to  the 
operations  which  are  carried  on.  It  is  in  our  btireaus  that 
contracts  are  framed  which  are  sometimes  very  extended, 
in  view  of  the  long  enumeration  of  securities  pledged.  It 
is  the  Bank  which  preserves  the  duplicates,  verifies  the 
securities  deposited,  and  assumes  the  custody  of  them. 
Besides  these  recorded  documents  which  the  savings  bank 
possesses,  it  has  assets  consisting  of  bonds  of  credit  estab- 
lishments, railways,  industrial  and  other  corporations,  all 
payable  to  bearer,  which  form  one  of  the  elements  of  its 
definitive  investments.  These  assets,  on  December  31, 
1896,  amounted  to  168,529,710  francs.  It  is  the  Bank 
which  has  the  custody  of  them  and  the  importance  of  these 
holdings  is  steadily  increasing,  and  is  one  of  the  causes 
which  have  decided  us  to  ask  the  necessary  credit  for  the 
construction  of  a  second  vault.  *  *  *  fhe  savings 
bank  does  not  see  a  single  paper,  does  not  handle  a  single 
security.  Absolutely  everything  is  done  through  the  inter- 
vention of  the  National  Bank." 

In  spite  of  these  great  services  rendered  by  the  National 
Bank  to  the  savings  bank,  a  determined  effort  was  made 
at  the  time  of  the  renewal  of  the  charter  in  1900  to  impose 
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further  obligations  upon  the  National  Bank.  An  amend- 
ment was  moved  by  M.  Bertrand  that  the  National  Bank 
should  allot  to  the  savings  bank  interest  at  the  rate  of 
2%  per  cent  on  the  amounts  which  stood  to  the  credit  of 
the  savings  bank  in  current  account  at  the  National  Bank. 
It  was  declared  by  M.  Bertrand  that  the  Bank,  which 
already  made  enormous  profits,  could  well  afford  to  pay 
a  modest  interest  upon  the  capital  derived  from  the 
investment  of  ftmds  made  by  the  poor  and  humble.  It 
was  admitted  that  the  settled  poHcy  of  the  National 
Bank  was  not  to  pay  interest  on  current  accounts,  but 
as  an  exception  had  been  made  in  favor  of  the  current 
account  of  the  administration  of  hospitals,  it  was  argued 
that  a  similar  exception  should  be  made  for  the  account 
of  the  savings  bank.  It  was  contended  in  reply,  by 
M.  I/iebaert,  Minister  of  Industry  and  Labor,  that  the 
current  account  of  the  savings  bank  was  kept  in  the 
National  Bank  merely  to  make  payments  and  remittances 
and  could  not  be  profitably  converted  to  the  use  of  the 
National  Bank."  The  amendment  was  rejected  by  a 
vote  of  i8  to  65.* 

THE   MONETARY   EXPERIENCE   OF   BELGIUM. 

The  management  of  the  National  Bank  of  Belgium  has 
necessarily,  been  influenced  to  a  large  degree  by  the 
monetary  experience  of  the  country.  This  experience 
has  covered  the  period  of  marked  variations  in  the  ratio 
between  gold  and  silver  which  began  with  the  great  gold 
discoveries  in  Australia  and  California  and  turned  in  the 


«  Discussions  Parlementaires:  1900,  pp.  572-575. 
6  Ibid.,  p.  594. 
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contrary  direction  about  1867.  The  difficulties  of  Belgium 
were  increased  by  the  fact  that  her  monetary  system  was 
the  same  as  that  of  France  and  was,  therefore,  subject  to 
many  of  the  vicissitudes  which  affected  the  French 
monetary  system. 

Belgium  adopted  the  French  system  of  decimal  coinage 
by  the  law  of  June  5,  1832.  The  monetary  unit  was 
declared  to  be  the  coin  of  5  grams  of  silver,  nine-tenths 
fine,  called  the  franc.  Provision  was  made  for  gold 
coins,  and  both  French  gold  pieces  and  silver  5-franc 
pieces  were  made  legal  tender  in  Belgium.  Under  the 
conditions  which  then  existed,  by  which  silver  was  made 
the  less  valuable  metal  at  the  coinage  ratio,  the  actual 
circulation  of  Belgium  consisted  of  silver.  Gold  coins 
were  rarely  seen.  It  was  not  until  1847,  three  years 
before  the  creation  of  the  National  Bank,  that  the  Belgian 
Chambers  adopted  a  series  of  meastures  looking  to  the 
introduction  of  gold.  The  gold  coinage  was  to  be  issued, 
however,  only  by  the  Government  and  was  limited  to 
20,000,000  francs.  By  a  law  of  March  4,  1848,  the  legal 
tender  quality  was  given  to  the  EngUsh  sovereign  at  a 
nominal  rate  higher  than  its  value  as  bulUon.  This 
resulted  in  the  importation  into  Belgium  of  English 
sovereigns  to  the  value  of  about  30,000,000  francs  and  the 
exportation  of  a  corresponding  amount  of  silver." 

The  time  was  approaching  when  the  output  of  the  Cali- 
fomian  mines  was  to  make  gold  the  cheaper  metal  at  the 
coinage  ratio.  The  legal  tender  quality  conferred  upon 
English  sovereigns  was  hastily  repealed  on  September  28, 
1849,  and  within  less  than  a  year  (June  14,  1850)  the  legal 

o  Willis,  A  History  of  the  Latin  Monetary  Union,  p.  17. 
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tender  quality  was  withdrawn  also  from  Dutch  gold 
pieces  of  lo  florins.  This  was  followed  on  December  28, 
1850,  by  still  a  third  law,  which  deprived  of  legal  tender 
quality  French  gold  in  use  in  Belgium.  This  was  largely 
a  formality,  as  neither  French  nor  Belgian  gold  was  in 
(Circulation.  Silver  was  recognized  as  the  sole  standard, 
the  coinage  of  gold  ceased,  and  a  royal  decree  of  August 
II,  1854,  demonetized  the  gold  coins  struck  under  the  law 
of  March  31,  1847,  and  provided  for  covering  them  into 
the  treasury  for  taxes. 

Belgium  was  thus  planted^  with  apparent  firmness,  upon 
the  silver  basis;  but  natural  economic  law  was  presently 
to  overturn  this  policy  and  make  her  again  a  gold  cotmtry. 
The  change  was  the  result  of  the  depreciation  of  gold, 
following  the  output  of  the  new  mines.  Gold  was  pouring 
into  France  and  silver  was  being  withdrawn  for  conversion 
into  bullion,  because  silver  coins  had  become  worth  more 
than  their  face  value  at  the  coinage  ratio.  New  Belgian 
silver  coins  were  withdrawn  from  circulation,  like  the  new 
French  coins.  The  abraded  coins  of  France  at  first  found 
their  way  into  circulation  in  Belgium,  but  even  they  soon 
began  to  be  withdrawn  for  the  bulUon  market  and  a 
scarcity  of  silver,  even  of  subsidiary  coins,  began  to  be  felt. 
France  having  practically  attained  a  gold  standard 
because  gold  was  the  depreciated  metal,  it  was  difficult  for 
Belgium  to  adhere  to  a  different  monetary  system.  Hence 
arose  the  law  of  June  4,  1861,  by  which  Belgimn  again 
made  French  gold  a  legal  tender  and  authorized  the  coin- 
age of  Belgian  gold  pieces  according  to  the  French  system. 
The  fluctuations  between  gold  and  silver  now  became  less 
marked,  but  were  sufficient  to  afford  profit  to  the  specu- 
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lators  and  to  cause  many  difficulties  to  the  National  Bank. 
The  geographical  position  of  Belgium  probably  had  an 
influence  in  exposing  her  to  the  vicissitudes  of  such  a  situ- 
ation.    It  is  declared  by  Willis  :** 

"Whenever  a  speculator  fotmd  that  the  price  of  gold 
and  silver  was  such  that  he  could  make  a  profit  by  shipping 
either  metal  to,  or  withdrawing  it  from,  any  of  these  coun- 
tries of  different  standards,  he  made  the  Bank  of  Belgium 
the  basis  of  operations,  thus  depleting  its  reserves  or  caus- 
ing a  plethora  of  coin  as  the  case  might  be,  as  well  as  setting 
on  foot  a  tendency  to  scarcity  or  redundancy  of  the  circu- 
lating medium.  In  1861  the  gold  reserve  of  the  Banque 
Nationale  sank  suddenly  from  22,000,000  to  7,000,000  and 
the  silver  reserve  rose  as  sharply  from  11,500,000  to 
17,000,000,  while  the  rate  of  discount  fluctuated  from  4.6 
to  3  per  cent.  In  December,  1862,  the  gold  reserve  was 
17,000,000;  in  the  following  February  it  had  stmk  to 
9,000,000,  and  in  the  April  succeeding  it  was  5,000,000, 
while  during  the  same  time  the  reserve  of  silver  5-franc 
pieces  had  risen  but  1,000,000.  About  the  same  time 
the  Bank  was  forced  temporarily  to  cease  payment  in  silver 
5-franc  pieces,  for  a  sudden  contrary  movement  reduced 
the  reserve  of  silver  5-franc  pieces  first  to  5,000,000  and 
then  to  2,000,000,  and  the  rate  of  discount  fluctuated 
between  3  and  6  per  cent,  which  were  the  extreme  limits. 
In  1865  the  rate  of  discount  rose  from  4  to  5.8  per  cent, 
following  a  corresponding  movement  in  the  reserve.  Dur- 
ing all  this  period  the  normal  rate  was  from  2.5  to  3  per 
cent,  so  that  the  inconveniences  undergone  by  the  busi- 
ness public  may  readily  be  appreciated.     Thus  the  reserves 

a  A  History  of  the  Latin  Monetary  Union,  pp.  24-25. 
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of  the  Bank  were  now  depleted  on  the  gold  and  now  on 
the  silver  side,  and  sometimes  on  both.  This  was  rendered 
even  worse  by  the  method  of  restoring  the  reserve.  A 
delay  was  usually  tmavoidable,  and  this  was  protracted 
as  long  as  possible,  until  the  rate  of  exchange  was  reversed, 
when  it  was  profitable  to  send  back  the  coin  just  with- 
drawn." 

It  was  with  a  view  to  escape  from  such  difficulties  that 
Belgium  was  finally  led  to  propose  the  formation  of  the 
Latin  Union.  She,  in  common  with  Italy  and  Switzer- 
land, had  adopted  the  decimal  system  of  coinage,  with  the 
franc  as  the  unit,  but  thus  far  there  had  been  no  coopera- 
tion among  them  as  to  the  regulation  of  the  circulation." 
The  disappearance  of  subsidiary  coins,  because  of  their 
high  value  in  relation  to  gold,  was  met  in  Switzerland  by 
a  law  of  January  31,  i860,  reducing  the  fineness  of  sub- 
sidiary coins  from  nine-tenths  to  eight-tenths.  The  Gov- 
ernment of  Italy  by  the  law  of  August  24,  1862,  adopted 
the  fineness  of  0.835  for  its  subsidiary  silver.  The  French 
Government  for  some  time  hesitated  to  act,  but  finally,  by 
a  law  of  May  25,  1864,  adopted  the  fineness  of  0.835  for  the 
small  silver  coins  of  50  centimes  and  20  centimes.  *  France 
had  in  the  meantime,  by  a  decree  of  April  14,  1864,  refused 

"Switzerland  adopted  the  French  system  by  the  law  of  May, 7,  1850; 
Italy  by  the  law  of  August  24,  1862.  Greece  adopted  the  French  system 
August  10,  1867,  and  applied  for  admission  to  the  monetary  union  Novem- 
ber 18,  1868.  The  papal  government  by  a  decree  of  June  18,  1866,  adopted 
the  French  system,  but  was  not  formally  admitted  to  the  union — ;A 
History  of  Banking  in  All  the  Leading  Nations,  III,  349-352)-  Spain 
adopted  the  French  system  by  the  law  of  October  19,  1868,  but  did  not 
become  a  member  of  the  union;  and  it  was  adopted  by  each  of  the  Balkan 
States  after  their  emancipation  from  Turkey  in  1878,  but  without  becoming 
members  of  the  union. 

6  Amaun6,  La  Monnaie,  le  Credit,  et  le  Change,  3d  ed.,  p.  227. 
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to  receive  the  Swiss  coins  at  public  offices,  in  order  to  stop 
their  substitution  for  the  more  valuable  French  coins. 
Belgium  was  left  without  an  adequate  subsidiary  currency 
and  she  made  proposals  early  in  1865  to  France  to  hold  a 
conference  of  those  countries  which  had  adopted  the 
French  monetary  system.  The  proposal  was  welcomed 
Italy  and  Switzerland  soon  indicated  their  acceptance, 
and  the  first  convention  of  the  Latin  Union  met  in  Paris 
on  November  20,  1865. 

The  outcome  of  this  conference  (embodied  in  the  con- 
vention of  December  23,  1865)  was  the  decision  to  adopt 
in  all  the  countries  of  the  union  the  ratio  of  0.835  foi^  the 
silver  coins  below  5  francs.  It  was  decided  to  limit  the 
output  of  subsidiary  coins  to  6  francs  per  capita  of  the 
population  of  each  country.  Direct  action  in  regard  to 
the  metallic  standard  was  avoided,  although  the  adoption 
of  gold  was  urged  by  the  delegates  of  all  the  other  coun- 
tries upon  France.  In  this  discussion  a  Belgian  delegate, 
M.  Kreglinger;  took  the  lead,  declaring  that  the  bimetallic 
regime  subjected  the  various  countries  to  an  alternating 
standard  which  produced  financial  stringency  by  draining 
specie  from  the  bank  reserves  and  by  thus  forcing  the 
banks  to  raise  their  rate  of  discount."  It  was  felt,  how- 
ever, to  be  largely  an  academic  question,  as  gold  had 
become  in  fact  the  standard  and  the  principal  medium  of 
circulation  since  it  had  fallen  below  silver  in  value  at  the 
coinage  ratio. 

The  provisions  made  by  the  convention  in  regard  to 
the  legal  circulation  of  the  coins  in  the  countries  other 
than  those  where  they  were  issued  are  important,  because 

<»  Willis,  p.  45. 
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they  constituted  to  a  large  degree  the  essence  of  the  agree- 
ment and  it  was  the  change  in  these  provisions  which 
nearly  destroyed  the  imion  in  1885.  Each  of  the  con- 
tracting governments  agreed  to  receive  freely  at  its  public 
offices  the  money  coined  by  the  other  three  States — ^with- 
out limitation  as  to  gold  and  as  to  silver  pieces  of  5  francs, 
and  to  amotmts  of  100  francs  ($19.30)  as  to  the  subsidiary 
silver  pieces.  The  latter  were  to  be  legal  tender,  even 
within  the  country  of  issue,  only  to  the  amount  of  50 
francs.  The  circulation  of  gold  coins  was  tmrestricted. 
The  states  which  issued  them  were  under  no  obligation  to 
redeem  them,  but  they  were  receivable  at  par  at  the  pub- 
lic offices  of  all  the  states  except  when  reduced  below  the 
limit  of  tolerance.  These  provisions  also  extended  to  the 
5-franc  pieces  of  silver,  and  it  was  the  insistence  of  France 
upon  modifying  them  which  caused  the  threatened  rup- 
ture of  1885.  In  regard  to  the  subsidiary  pieces,  it  was 
provided  from  the  first  that  they  should  be  taken  back 
by  the  issuing  Government  and  paid  for  in  gold  or  in  silver 
5-franc  pieces,  this  obligation  to  remain  in  force  for  two 
years  after  the  expiration  of  the  treaty."' 

The  convention  of  1865  thus  left  untouched  the  legal- 
tender  quality  and  the  free  coinage  of  the  silver  5-franc 
pieces;  but  as  silver  was  undervalued  at  the  coinage  ratio 
none  was  being  brought  to  the  mints  and  the  5-franc  pieces 
had  all  but  disappeared  from  circulation.  These  condi- 
tions changed  so  radically. when  gold  appreciated  and  sil- 
ver fell  below  its  legal  value  at  the  coinage  ratio  that  the 
monetary  position  of  Belgium  became  seriously  disturb- 
ing to  farsighted  Belgian  economists.     The  mistake  was 

«  Amaun^,  p.  228. 
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made  of  not  suspending  promptly  enough  the  coinage  of 
5-franc  pieces  after  it  became  clear  that  they  had  fallen 
below  gold  par.  The  minister  of  finance  of  the  time, 
M.  Jules  Malou,  hesitated  to  close  the  mint  until  the 
amount  of  silver  coined  had  risen  in  1873  to  111,704,795 
francs  ($21,5  60,000) .  The  suspension  of  specie  payments  in 
Austria  at  about  this  time,  and  the  exclusion  of  Austrian 
coin  from  Germany  by  the  new  German  monetary  laws, 
threatened  to  send  nearly  the  entire  mass  of  Austrian 
thalers  to  the  Belgian  mints  for  coinage.  This  fact  finally 
decided  M.  Malou  to  take  action;  but  even  after  the  sus- 
pension of  free  coinage  he  allowed  himself,  during  the 
next  few  years,  to  be  seduced  into  the  further  coinage  of 
37,704,130  francs  at  the  profit  of  the  treasury,  which  later 
was  converted  into  a  heavy  loss." 

M.  Frbre-Orban,  an  advocate  of  the  gold  standard,  had 
moved  a  resolution  as  early  as  July  22,  1873,  that  the  con- 
vention of  the  Latin  Union  be  convoked;  but  the  project 
was  not  accepted  by  the  ministry.*  M.  Malou  first  limr 
ited  the  coinage  of  5-franc  pieces  and  finally  secured  a  law 
from  the  Chambers  (December  18,  1873)  authorizing  the 
limitation  or  suspension  of  the  silver  coinage  until  January 
I,  1875.  In  the  course  of  the  discussion  preliminary  to 
the  passage  of  this  act,  it  was  contended  in  some  quarters 
that  the  adoption  of  the  system  of  forced  legal  tender  paper 
in  Italy  and  France  since  the  convention  of  1865  had  cre- 
ated conditions  which  absolved  Belgium  from  her  alle- 
giance to  the  Latin  Union. "    This  view  was  not,  however, 

o  Ansiaux,  Les  Problfemes  Actuels  de  la  Circulation  Metallique  et  Fidu- 
ciaire  en  Belgique,  p.  6. 
6  Willis,  p.  1 1 6. 
clbid.,  p.  124. 
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adopted  by  the  Government,  nor  was  it  urged  at  the  con- 
vention of  the  Latin  Union  in  1874,  at  which  suspension 
of  the  silver  coinage  was  adopted  as  a  general  policy. 

It  was  obvious  that  for  the  great  mass  of  silver  coin 
which  had  been  issued  in  1873  commercial  use  could  not 
be  found  in  Belgium.  The  fact  that  Belgian  coins  were 
accepted  freely  in  France  afforded  an  outlet  there  for  con- 
siderable amounts;  but  Belgium  could  not  escape  ulti- 
mately responsibility  for  her  monetary  offspring.  When, 
in  1885,  silver  had  fallen  to  48^  pence,  or  about  20  per 
cent  below  par,  a  determined  effort  was  made  at  the  con- 
ference of  the  Latin  Union  to  compel  the  redemption  of 
the  excess  of  5-franc  pieces  in  circulation  by  the  countries 
which  had  issued  them.  The  French  Government,  more 
powerful  than  all  the  other  countries  together,  would 
not  consent  to  the  continuance  of  the  Union,  except  upon 
the  condition  that,  upon  its  dissolution,  the  other  govern- 
ments should  pay  back  in  gold  the  amount  of  the  excess 
of  5-franc  pieces  found  in  the  French  circulation.  This 
meant  for  Belgium  so  heavy  an  obligation  that  a  rupture 
was  threatened.  The  Belgian  delegate  protested  strongly 
against  the  demands  of  France.  The  Belgian  Ministry 
took  an  equally  strong  attitude  and  in  the  Chambers  M. 
Frfere-Orban  proposed  to  abandon  the  Latin  Union  and 
to  complete  the  liquidation  demanded  by  France  at  once, 
rather  than  to  postpone  it  until  a  time  when  new  condi- 
tions might  make  it  even  more  onerous.  He  already  antici- 
pated in  1885  that  the  fall  of  silver  was  far  from  having 
reached  its  end. 

Supported  by  these  views  at  home,  M.  Pirmez,  the  Bel- 
gian delegate,  and  his  associates,  withdrew  on  July  30th 
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from  the  conference.  A  protocol  was  partially  perfected 
by  the  remaining  powers,  which  included  a  provision  that 
Belgian  coins  should  be  no  longer  received  in  the  other 
countries  three  months  after  the  expiration  of  the  last 
convention."  The  situation  thus  created  was  so  serious, 
however,  that  toward  the  end  of  the  year  M.  Pirmez  was 
sent  back  to  Paris  a  second  time  and  there  finally  seciured 
a  compromise  arrangement.  This  compromise  consisted 
in  the  division  of  the  ftmd  of  Belgian  5-franc  pieces  into 
two  parts.  Half  of  the  amotmt  was  to  be  hquidated  in 
gold  in  the  manner  provided  by  the  original  proposal;  the 
other  half  was  to  be  left  to  the  play  of  the  laws  of  inter- 
national exchange.  In  order  to  secure  this  concession, 
the  Belgian  Government  agreed  to  these  conditions : 

"  She  engages  not  to  introduce  into  her  monetary  regime 
any  change  which  might  impair  the  repatriation  of  the 
other  half  by  means  of  commerce  and  the  exchanges. 
This  engagement  shall  have  a  duration  of  five  years  from 
the  date  of  the  expiration  of  the  Union.  Belgium  may 
bring  it  to  an  end  by  accepting  the  obligation  to  redeem 
this  second  half  under  the  conditions  provided  by  Article 
IV  of  the  arrangement.  In  any  case  the  Belgian  Govern- 
ment reserves  to  itself  the  right  to  introduce  into  its  mon- 
etary legislation  the  changes  which  may  be  introduced 
into  the  monetary  legislation  of  France. 

"The  Belgian  Government  guarantees  that  the  balance 
shall  not  exceed  200,000,000  francs.  If  there  should  be 
an  excess,  it  will  be  redeemed  imder  the  conditions  pro- 
vided by  Article  IV  of  the  arrangement." 

o  A  History  of  Banking  in  all  the  Leading  Nations,  III,  p.  375. 
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Under  this  agreement  Belgium  bound  herself  not  to  take 
steps  to  change  her  monetary  system  or  to  check  the  re- 
turn of  her  silver  coins  for  a  period  of  five  years  after  the 
dissolution  of  the  Latin  Union,  unless  she  should  be  ready 
to  redeem  at  gold  par  the  entire  mass  of  Belgian  silver 
which  M.  Malou  had  permitted  to  be  issued.  The  conven- 
tion of  1885  expired  on  January  i,  1891,  but  has  since 
been  renewed  from  year  to  year  by  tacit  agreement. 

In  case  the  Union  should  be  dissolved  and  Belgian  5 -franc 
pieces  should  be  returned  from  France  and  other  countries, 
grave  difficulties  would  confront  the  Government  in 
maintaining  the  gold  standard.  The  total  amount  of 
coinage  of  5 -franc  pieces,  from  the  first  issues  under  the 
monetary  law  of  1832  down  to  the  suspension  of  coinage 
in  1876,  was  495,678,210  francs  ($95,650,000),  or  an  aver- 
age of  more  than  $13  per  capita  for  the  present  pop- 
ulation of  Belgium.  This  total,  however,  is  subject  to 
considerable  deductions,  some  of  which  can  be  definitely 
ascertained  and  others  only  estimated.  The  effect  of 
these  deductions  is  thus  summed  up  by  M.  Ansiaux:  " 

"  If  from  this  sum  there  is  deducted  the  value  of  pieces 
officially  demonetized  and  recoined,  or  13,002,165  francs, 
there  remains  482,676,045  francs.  According  to  the 
xmanimous  opinion  of  competent  persons,  this  figure  is 
much  above  the  stock  still  in  existence.  A  considerable 
quantity  of  pieces  bearing  the  effigy  of  Leopold  I  were 
recoined  and  exported  in  the  form  of  bars  to  the  extreme 
Orient  between  1851  and  1866 — that  is,  at  the  time  when 
the  metal  sold  in  the  market  at  a  price  superior  to  that 

a  Les  Problfemes  Actuels,  etc  ,  pp.  16-17. 
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fixed  by  the  Latin  Union,  by  which  the  value  of  the 
kilogram  of  silver  was  in  the  proportion  of  one  to  fifteen 
and  a  half  that  of  the  kilogram  of  gold.  It  can  not  be 
determined  with  precision  what  is  the  quantity  of  pieces 
which  have  been  eliminated  in  this  way  or  what  amotmt, 
from  1832  to  1907,  have  disappeared  in  some  other  manner. 
The  commissioner  of  the  mint  of  Belgium,  M.  Le  Grelle, 
expresses  the  opinion  that  'the  quantity  of  Belgian 
5-franc  pieces  still  in  existence  may  be  considered  to  be 
below  375,000,000  francs.'"  To  arrive  at  this  conclusion 
he  relies  upon  various  texts,  from  which  he  ingeniously 
deduces  this  'characteristic  fact  of  the  disappearance  of 
at  least  three-quarters  of  the  Belgian  pieces  coined  from 
1832  to  1865.'*  In  a  note  addressed  in  1 907  to  the  colonial 
committee,  relative  to  the  monetary  question,  the  Belgian 
Goveinment  expresses  the  opinion  that  'the  quantity  of 
Belgian  5-franc  pieces  still  existing  may  be  estimated  at 
about  350,000,000  francs.'  "  " 

Whatever  the  amount  of  Belgian  5-franc  pieces  still  in 
existence  in  Europe,  not  more  than  half  are  now  probably 
in  circulation  in  Belgium,  leaving  the  balance  to  be  found 
chiefly  in  France  and  to  a  Hmited  extent  in  other  cotm- 
tries  of  the  Latin  Union.  It  was  estimated  by  the  National 
Bank,  according  to  an  inquiry  made  in  1881,  that  the 
circulation  of  •5-franc  pieces  in  Belgium  was  275,000,000 
francs  ($53,080,000).  This  estimate  was  reduced  for 
1898  to  200,000,000  francs,  and  for  1900  to  a  still  smaller 

1  Rapport  du  Commissaire  des  Monnaies,  1906,  p.  22. 

6  Ibid.,  1901,  p.  24. 

«  Moniteur  des  Int^rfets  Mat^riels  du  9  juin,  1907,  p.  1925. 
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amount."  The  changes  in  these  estimates  were  due  to 
the  steady  current  of  metaUic  money  out  of  Belgium  into 
France.  It  was  estimated  by  M.  de  Foville  in  1897,  as 
the  result  of  an  analysis  of  a  cotmt  made  of  different 
forms  of  money  -received  by  the  banks,  that  there  were 
then  in  France  329,900,000  francs  in  5-franc  pieces  of 
Belgian  coinage,  of  which  266,300,000  francs  were  in  the 
vaults  of  the  Bank  of  France.*  As  the  result  of  a  similar 
inquiry  in  1903,  M.  de  Foville  reduced  the  estimate  of 
Belgian  5-franc  pieces  circulating  in  France  to  270,000,000 
francs,  of  which  168,000,000  francs  were  in  the  vaults  of 
the  Bank." 

It  is  these  conditions  with  which  the  Government 
would  have  to  deal  if  the  Latin  Union  were  dissolved.  It 
would  be  impossible  to  absorb  into  the  circulation  of 
Belgium  the  300,000,000  francs  circulating  in  France.  It 
would  be  necessary,  first,  to  find  gold  resources  with 
which  to  liquidate  this  great  obligation  to  the  French 
Government,  and,  secondly,  to  find  a  means  of  disposing 
of  the  1,500  tons  of  silver  coins  which  would  be  surren- 
dered to  Belgium.  In  view  of  the  small  amount  of  coins 
now  in  circulation  in  Belgium,  it  might  be  found  feasible, 
if  the  old  standard  were  maintained,  to  employ  perhaps 
50,000,000  francs  in  replenishing  the  circulation.  This 
would  still  leave,  at  the  lowest  estimate,  from  175,000,000 

a  The  latest  estimate  made  by  the  Mint  Bureau,  in  the  annual  report  for 
igo8,  declared  that  by  reason  of  the  adverse  exchange  with  France  the 
actual  circulation  of  5-franc  pieces  did  not  appear  to  exceed  100,000,000  to 
150,000,000  francs. — ^Economiste  Europ^en,  May  22,  1909,  XXXV,  p.  644. 

5  L'Economiste  Franjais,  February  12,  1898,  p.  202. 

c  Ibid.,  April  23,  1904,  p.  576. 
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to  200,000,000  francs  to  be  thrown  upon  the  silver  market 
if  other  means  could  not  be  found  for  dealing  with  them. 
Obviously,  however  skilfully  this  operation  were  con- 
ducted, it  would  have  a  very  depressing  effect  on  the  market 
for  silver,  which  in  recent  years  has  sho"Wn  signs  of  being 
easily  glutted  whenever  the  demand  from  any  important 
source,  like  that  of  India,  has  become  impaired.  Even 
if  the  silver  could,  by  extending  sales  over  a  reasonable 
period  of  time,  be  made  to  fetch  25d.  per  otmce,  there 
would  be  a  loss  of  more  than  one-half  of  the  face  value  of 
the  coins,  which  would  have  to  be  met  by  the  Government 
of  Belgium.  If  this  sum  were  raised  by  means  of  a  gold 
loan,  it  would  require  approximately  100,000,000  francs 
($19,300,000). 

To  cover  this  loss  would  not  be  the  only  problem  in- 
volved in  the  dissolution  of  the  I^atin  Union.  The  fact 
that  the  Belgian  5-franc  pieces  were  no  longer  received  in 
France  would  deprive  them  of  the  support  given  to  the 
value  of  silver  coins  in  France  by  the  great  gold  reserve  of 
the  Bank  of  France.  The  limitation  of  the  quantity  kept 
in  circulation  in  Belgium  would  tend  in  some  degree  to 
maintain  the  local  value  of  the  currency;  but,  it  is  con- 
tended by  some  students  of  the  subject,  it  would  be  found 
absolutely  necessary  to  take  measures  also  to  establish  a 
gold  reserve  in  Belgium.-  The  amount  required  for  this 
purpose  would,  in  the  opinion  of  M.  Ansiaux,  be  at  least 
100,000,000  francs.  The  National  Bank  would,  in  his 
opinion,  require  the  support  of  its  reserve  in  order  to  be 
prepared  to  redeem  its  notes  in  gold,  which  would  almost 
necessarily  be  the  policy  pursued  during  the  liquidation 
and  retirement  of  the  5-franc  pieces  if  the  security  df  the 
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bank  notes  and  the  soundness  of  the  monetary  system 
were  not  to  be  put  in  jeopardy." 

As  a  result  of  this  situation  there  would  be  a  double 
liability  to  aid  in  maintaining  the  gold  standard  not  un- 
like that  imposed  upon  the  Government  of  the  United 
States  when  the  silver  circulation  became  excessive  in 
1893.  On  the  one  hand,  the  function  would  rest  upon  the 
Government  of  maintaining  the  parity  of  the  silver  coins 
by  means  of  a  visible  gold  reserve;  on  the  other  hand,  the 
ftmction  would  rest  upon  the  Bank  of  maintaining  the 
redemption  of  its  notes  in  gold.  Otherwise,  the  dissolu- 
tion of  the  Latin  Union  would  tend  to  produce  a  panic  in 
Belgium  by  reason  of  the  knowledge  that  the  great  mass 
of  Belgian  silver  coins  afloat  in  Europe  could  not  be  ab- 
sorbed into  the  Belgian  circulation  and  would  have  no 
guaranty  of  parity,  except  the  limited  gold  reserve  of  the 
Bank,  which  would  be  far  from  sufficient  to  liquidate  the 
quantity  returning  to  the  country  when  they  ceased  to  be 
legal  or  customary  tender  in  France,  Italy,  or  Switzerland. 

If  the  counsel  of  M.  Frfere-Orban  in  1885  had  been  fol- 
lowed, Belgium  might  have  reorganized  her  monetary 
system  upon  a  basis  independent  of  that  of  France  at  a 
much  smaller  cost  than  a  few  years  later.  The  average 
quotation  of  silver  for  1885  was  48^.,  London  price, 
corresponding  to  $1.0651  per  fine  ounce  in  New  York. 
It  was  the  last  time  that  silver  showed  an  average  annual 
price  in  the  American  market  above  $1,  except  in  1890 
under  the  impulse  of  the  purchases  under  the  Sherman 
law.  By  1895  the  London  quotation  showed  an  average 
of  29^^.  and  by  1905  27f|d.     At  the  average  price  of 

o  Les  Problfemes  Actuels,  etc.,  p.  20. 
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1885  the  loss  would  have  been  about  20  per  cent  of  the 
face  value  of  the  coins.  At  the  average  price  for  the  year 
ending  June  30,  1908 — 27.33d. — the  depreciation  was 
nearly  60  per  cent  below  legal  parity. 

If  the  Belgian  Government  could  have  marketed  its 
surplus  silver  as  successfully  after  1885  as  the  German 
Government  did  after  1873,  a  loss  of  20  per  cent  upon 
200,000,000  would  have  been  only  40,000,000  francs 
($7,720,000) .  To  put  in  effect  such  a  proposal  under  pres- 
ent conditions,  however,  even  apart  from  the  effect  which 
it  would  have  in  the  further  demoralization  of  the  silver 
market,  would  involve  a  loss  of  more  than  100,000,000 
francs  ($19,300,000).  The  aggregate  loans  required,  both 
to  cover  this  loss  and  to  provide  an  adequate  gold  re- 
serve, would  be,  according  to  the  estimates  of  M.  Ansi- 
aux,  not  less  than  300,000,000  francs."  This  amount, 
imposed  upon  the  present  population  of  Belgium,  which 
is  about  7,200,000,  would  amovmt  to  about  $8.25  per 
capita  and  would  be  equivalent  to  a  loan  of  $750,000,000 
for  the  90,000,000  people  of  the  United  States.  Obviously 
the  issue  of  a  loan  of  this  magnitude  involves  serious  con- 
siderations, and  it  is  not  surprising  that  the  Belgian  Gov- 
ernment has  preferred  to  continue  a  member  of  the  I^atin 
Union,  even  in  the  face  of  continuing  depreciation  in  the 
bullion  value  of  its  silver  money  and  the  prospect  that 
liquidation  would  be  still  more  difficult  and  costly  if 
undertaken  in  time  to  come. 

A  policy  of  waiting  has  several  compensations.  The 
growth  in  the  population  and  in  the  economic  resoinrces 
of  the  country  tends  to  increase  the  demand  for  ciurency, 

o  Les  Problfemes  Actuels,  etc.,  p.  20. 
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while  the  lapse  of  time  increases  the  extent  of  the  slow 
disappearance  and  absorption  of  the  excess  coins.  A 
special  field  where  this  absorption  may  become  important 
exists  in  the  Kongo,  which  it  is  fervently  wished  in  Belgium 
may  rival  British  India  as  "  a  sink  of  the  precious  metals." 
Thus  far  this  expectation  has  not  been  realized  on  a  large 
scale,  since  a  considerable  proportion  of  the  special  coinage 
of  1 ,900,000  francs  made  for  the  Kongo  had,  as  recently  as 
1907,  not  been  absorbed.  It  was  suggested,  moreover,  by 
M.  Ansiaux  that  as  the  Kongo  was  not  a  part  of  the  Latin 
Union,  Belgium  might  derive  considerable  advantage  from 
limiting  the  circulation  there  to  Belgian  coins  and  closing 
the  hospitable  door  which  is  now  kept  open  to  the  coins 
of  the  other  countries  of  the  Union.'^  In  monetary  mat- 
ters time  is  usually  a  cure  for  evils  whose  sources  have 
been  suppressed.  The  growth  in  population  and  eco- 
nomic power,  the  disappearance  of  old  coins,  and  perhaps 
a  recovery  in  the  gold  price  of  silver,  may  gradually  im- 
prove the  position  of  Belgium  in  the  Latin  Union  without 
requiring  the  drastic  and  expensive  course  of  liquidation 
of  her  silver  money  held  abroad. 

THE  METAI^WC  RESERVE  AND  THE  PREMIUM  ON  EXCHANGE. 

The  question  whether  the  metallic  reserve  of  the  Na- 
tional Bank  of  Belgium  is  adequate  in  amount  and  is 
properly  constituted  has  been  much  debated  in  recent 
years,  as  the  result  of  the  almost  continuous  premiiun  on 
foreign  exchange.  The  premium  has  usually  kept  within 
the  limits  of  four-tenths  of  i  per  cent  (or,  as  the  French 
express  it,  4  to  the  1,000),  but  this  has  been  above  the 

o  Les  Problfemes  Actuels,  etc.,  p.  23. 
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point  which  permitted  exports  of  the  silver  5 -franc  pieces 
from  Belgium  and  would  have  denuded  the  country  of 
everything  but  subsidiary  coin  but  for  the  action  of  the 
Bank  in  purchasing  5 -franc  pieces  abroad  to  replenish  its 
reserve.  The  reserve  was  fixed  prior  to  the  revision  of 
the  charter  in  1872  at  25  per  cent  of  obligations  payable 
on  demand,  which  included  bank  notes  and  current  ac- 
counts payable  at  sight.  '  It  was  increased  after  that  date 
to  one-third,  but  with  authority  to  the  ministry  to  sus- 
pend the  requirement  when  it  might  be  advisable.  From 
the  beginning  of  the  history  of  the  Bank,  however,  it  was 
allowed  to  count  foreign  bills  as  a  part  of  the  reserve. 
The  effect  has  been  that  while  the  stated  reserve  has  been 
usually  above  35  per  cent,  the  proportion  held  in  coin  has 
come  to  be  less  than  half  of  this  amount.  A  statement  of 
the  character  of  the  demand  liabilities  and  of  the  reserve 
was  made  in  the  replies  of  the  Government  to  the  ques- 
tions of  the  central  section  of  the  Chamber  of  Deputies  at 
the  time  of  the  revision  of  the  charter  in  1900,  which  is 
supplemented  in  the  following  table  by  the  figures  for 
1908:" 

Proportion  of  reserve  held. 


Dec.  31,  1897. 

Dec.  31,  1908, 

513, 268, 900 
93,892.500 

806,878,000 
100,716,500 

607, 161,400 
202,387, 100 

907.594.500 
302,531.500 

Actual  metallic  reserve 

103,326, 100 
120,078.600 

158. 163, 200 
185,540,900 

223,404.700 

343.704.100 

A  Documents  Parlementaires:   1900,  p.  205. 
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These  figures  show  a  percentage  of  total  reserve  against 
demand  obligations  of  about  36.8  per  cent  in  1897  and 
37.8  per  cent  in  1908.  They  also  show  no  radical  change 
in  the  proportion  of  coin  to  foreign  bills.  It  is  noticeable, 
however,  that  the  circulation  has  increased  very  rapidly 
within  the  eleven  years  since  the  report  of  1897.  Upon 
this  subject  more  will  be  said  hereafter. 

In  one  respect  the  movement  of  the  reserve  has,  during 
the  recent  history  of  the  Bank,  been  favorable.  This  is 
in  the  proportion  of  gold  held  as  compared  with  silver. 
In  1875,  immediately  after  the  free  coinage  of  silver  was 
suspended  at  the  Belgian  mint,  the  gold  coin  held  was 
62,508,000  francs,  while  holdings  of  silver  5-franc  pieces 
reached  35,847,000  francs.  Gradually  the  proportion  of 
silver  over  gold  was  reduced,  until  since  1886  the  following 
proportions  have  obtained: 

Composition  of  the  metallic  reserve. 


December  3 1 — 

Gold. 

Silver  5 -franc 
pieces. 

Subsidiary  and 
minor  coins. 

Total. 

1887 

Francs. 

58.  768,  200 

81,407,434 

88.823,415 

91.904,050 

89.589,22s 

100, 746,035 

103,871, 160 

106, 707, 9IO 

112, 436, 850 

Francs. 
21,961,  000 
15.743. 735 

8, 903, 640 
12,  003,000 
14. 186, 455 

5,426,460 
10,596.675 
19,565,495 
37.032,500 

Francs. 
18,350.000 
17,503,967 
5,599, loi 
4,850,059 
10,394.630 
II, 448, 612 
9.  717,292 
6,^8,395 
8,693,87s 

Francs. 

99,079,900 
114,654,737 
103.326, 156 
108, 757, 109 
114, 170,310 
117,  621,  107 
124, 185, 127 
133, 261, 800 
158. 163, 225 

1892 

1905 

1 906 

1908 

The  increase  in  5-franc  pieces  diuring  the  year  1908  is  not 
in  itself  an  unfavorable  symptom.  Indeed,  under  the  ex- 
isting policy  of  the  Bank  in  dealing  with  the  problem  of 
exchange,  an  adequate  stock  of  silver  5-franc  pieces  is 
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nearly  as  important  as  an  adequate  stock  of  gold.  As  gold 
has  practically  disappeared  from  current  use,  and  if  paid 
out  would  be  promptly  seized  upon  by  the  exporters,  the 
amount  held  by  the  Bank  is  to  a  certain  extent  immobi- 
Uzed  and  constitutes  a  guaranty  fund  for  the  solvency  of 
the  Bank's  assets  rather  than  a  part  of  the  active  circula- 
tion. Notes  are  redeemed  principally  in  silver  5-franc 
pieces,  which  are  more  expensive  than  gold  to  export. 
The  Bank  imports  5-franc  pieces  at  its  own  expense  when 
the  demands  upon  it  exceed  receipts  of  the  coin.  The 
reflux  of  5-franc  pieces  during  1908  may  be  attributed  in 
part  also  to  the  stagnation  in  general  business,  which  has 
accumulated  coin  and  other  forms  of  cturency  in  most  of 
the  great  banks  of  the  world. 

One  of  the  most  difficult  problems  with  which  the  Bank 
of  Belgium  has  had  to  deal  in  recent  years  has  been  the 
unfavorable  state  of  the  exchanges.  The  rate  of  exchange, 
instead  of  fluctuating  between  the  gold  import  and  gold 
export  points  at  different  seasons,  has  remained,  with  only 
brief  and  occasional  exceptions,  adverse  to  Belgium. 
Gold  practically  disappeared  from  circulation  many  years 
ago  and  was  soon  followed  by  the  5-franc  pieces  in  flitting 
across  the  border.  The  profit  in  exporting  the  coins  has 
become  so  obvious,  even  to  those  who  are  not  bankers,  that 
it  is  practiced  by  a  great  number  of  persons,  especially  those 
living  near  the  French  frontier.  The  process  by  which  the 
profit  is  realized  is  thus  described  by  M.  Ansiaux : " 

"The  tactics  of  the  drainers  are  well  known.  They  pro- 
cure pieces  of  5  francs  either  from  the  circulation  or  at  the 

»  Les  Problfemes  Actuels  de  la  Circulation  Metallique  et  Fiduciaire  en 
Belgique,  p.  25. 
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counter  of  the  National  Bank  or  from  its  agencies  nearest 
to  the  French  frontier,  in  exchange  for  bank  bills.  They 
ship  these  pieces  to  one  of  the  banking  towns  nearest  to 
our  territory — for  example,  to  Lille.  There  it  is  easy  to 
exchange  them  for  cheques  or  drafts  payable  in  France  or 
(what  comes  to  the  same  thing)  to  deposit  them  in  a  bank- 
ing establishment  and  against  the  deposit  to  draw  a  cheque 
of  corresponding  value.  This  paper  is  immediately  nego- 
tiated in  Belgium  at  a  premium  covering  the  cost  of  the 
operation  and  involving  also  a  certain  percentage  of  profit. 
As  this  speculation  is  repeated  indefinitely,  it  affords  in  the 
aggregate  serious  profits  to  him  who  practices  it." 

In  Switzerland,  where  similar  conditions  prevailed  prior 
to  the  creation  of  the  National  Swiss  Bank  in  1907,  the 
trade  of  exporting  the  coins  was  shared  even  by  women, 
who,  while  waiting  in  line  to  convert  notes  into  coin  at 
banking  offices  near  the  frontier,  carried  their  knitting  or 
weaving,  combining  with  their  profitable  operations  in 
finance  their  occupations  as  keepers  of  the  home. 

An  indication  of  the  growth  in  the  tendency  to  export 
coin  is  afforded  by  the  figures  of  the  presentation  of  notes 
to  the  bank  to  obtain  specie  in  contrast  with  the  specie 
presented  to  obtain  notes.  Within  the  short  interval  since 
1 89 1,  the  notes  thus  presented  for  exchange  have  increased 
by  nearly  100  per  cent,  or  in  about  the  same  proportion  as 
the  average  circulation.  This  movenient  might  be  con- 
sidered a  healthy  indication  of  the  rapidity  of  note  redemp- 
tion, but  for  the  fact  that  the  demand  for  coin  in  exchange 
for  notes  converges  principally  upon  those  branches  of 
the  bank  which  are  near  the  French  frontier  or  in  direct 
railway  communication  with  France.     It  is  significant 
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also  that  the  total  presentation  of  bills  for  notes  is  much 
larger  at  the  country  branches  of  the  Bank  than  at  Ant- 
werp or  Brussels.  The  Httle  frontier  town  of  Charleroi, 
with  a  population  in  1906  of  27,362,  showed  in  1908  pres- 
entations of  notes  to  the  amoimt  of  65,525,000  francs 
($12,650,000),  or  twice  the  amount  recorded  at  Antwerp 
and  only  2,328,000  francs  less  than  Brussels,  with  its  popu- 
lation of  more  than  600,000.  The  following  table  shows 
the  movement  in  presenting  bills  for  coin  at  the  agencies, 
at  Antwerp  and  at  Brussels,  and  the  totals  of  this  move- 
ment and  of  the  presentation  of  coin  to  obtain  notes : 

Exchanges  of  note^  and  coin. 
[In  thousands  of  francs.] 


Year. 


Notes  presented  for  coin. 


At  agen- 
cies. 


At  Ant- 
werp. 


At  Brus- 
sels. 


Total. 


Total  coin 
presented 
for  notes. 


1892 
189? 
X900 
X90X 
1902 
1903 
1904 
190S 
1906 
1907 
1908 


157.716 
190,879 
241,305 
218,485 
225,842 
237.14s 
229, 268 
232, 116 
266, 672 
298, .260 
282, 417 


15.889 
22,356 
27,764 
28,543 
29,302 
24,548 
25.366 
24.523 
30,981 
35.554 
32, 829 


38,538 
43.978 
53.213 
55. 781 
49,934 
50, 263 
51. 091 
55.170 
70,368 
69,529 
67.853 


212,  143 
257,213 
322, 28s 
302,  809 
305,078 
311.956 
305.725 
311,809 
368, 021 
403,343 
383.099 


44.525 

57.288 
63,892 
64, 803 
68,813 
69, 116 
68,537 
72.350 
72.793 
77.947 
79.337 


A  still  more  concrete  demonstration  of  the  character 
of  this  demand  for  coin  is  afforded  in  the  table  below. 
Nine  agencies,  most  of  them  of  relatively  small  importance 
in  commercial  transactions,  represented  in  1908  consid- 
erably more  than  half  the  total  exchanges  of  notes,  more 
than  two-thirds  of  the  exchanges  outside  of  Antwerp  and 
Brussels,  and  twice  the  combined  exchanges  of  the  latter 
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two  chief  offices  of  the  Bank,  where  56  per  cent  of  the 
discount  business  is  done: 

Exchanges  of  notes  at  frontier  agencies. 


Agency. 

1892. 

1900. 

190S. 

Charleroi _. 

Francs. 

42, 025, 000 

6,  292,000 

8,815,000 

7. 144, 000 

26, 145,000 

11,493,  000 

4,754.000 

3,610,000 

7.979,000 

Francs. 

69,89   ,000 

7,562,000 

19. 665, 000 

10, 416, 000 

36,  594.  000 

20,349. 000 

3.525.000 

5, 128, 000 

7,  831,000 

Francs. 
65. 525,000 

5,985.000 
28,  625,000 
34.663,  000 
32,800,000 
27,982,000 

9, 477, 000 

Cotirtrai __   _ 

Ghent 

Mens 

Kamur 

7,647.000 
8,665,000 

Verviers     _  _ 

The  exchanges  in  a  country  having  a  sound  currency 
are  affected  by  the  ultimate  balance  in  transfers  of  capital 
and  credit.  More  obvious  factors  may  be  found  in  the 
state  of  the  circulation,  the  proportion  of  metallic  reserves 
held,  and  rates  of  discount.  In  the  case  of  Belgium,  it  is 
admitted  that  the  balance  of  the  merchandise  movement 
is  adverse,  but  this  is  only  one  of  the  many  factors  in  the 
movements  of  capital  and  credit.  It  is  contended  that 
Belgium  exports  a  large  amount  of  capital  to  countries 
less  advanced  than  herself,  like  Egypt,-  China,  and  South 
America.  These  investments  are  accomplished  usually 
by  drafts  upon  Paris.  As  one  of  the  chief  centers  of  the 
international  exchanges,  Paris  naturally  serves  as  the 
intermediary  for  the  transfer  of  Belgian  funds.  To  Swiss 
investors  also  the  Paris  market  stands  in  substantially  the 
same  relation,  and  when,  after  1901,  French  capital  began 
to  go  to  Switzerland,  the  balance  of  the  exchanges  was  for 
a  time  reversed 
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One  of  the  most  obvious  reasons  for  the  disappearance 
from  Belgium  of  gold  at  least  has  been  the  increase  in  the 
employment  of  small  notes.  It  is  a  well-established  prin- 
ciple, illustrated  by  the  monetary  experience  of  many 
countries,  that  notes  will  drive  coin  out  of  circulation 
down  to  the  lowest  denomination  for  which  they  are 
issued.  In  other  words,  notes  of  20  francs  ($3.86),  which 
is  the  minimum  denomination  in  Belgium,  if  issued  in 
sufficient  amounts,  would  inevitably  expel  from  circula- 
tion gold  coins  of  20  francs  and  of  higher  denominations. 
During  the  early  history  of  the  National  Bank  the  issues 
of  notes  of  the  lower  denominations  were  comparatively 
restricted.  Since  1895,  however,  there  have  been  striking 
changes  in  the  character  of  the  note  issues,  independ- 
ently of  their  amount.  The  notes  of  the  larger  denomi- 
nations— 500  francs  ($96.50)  and  1,000  francs  ($193) — 
have  increased  only  by  an  amount  of  83,000,000  francs 
($16,000,000),  while  the  total  circulation  has  increased  by 
302,600,000  francs  ($58,400,000).  Notes  of  the  minimum 
denomination  of  20  francs  have  nearly  trebled  in  amount, 
and  those  for  50  francs  ($9.65)  and  100  francs  ($19.30) 
have  increased  by  about  135,000,000  francs.  Undoubt- 
edly a  proportion  of  this  increased  demand  for  small  notes 
is  due  to  the  expansion  of  business  and  the  more  general 
use  of  currency  by  the  poorer  classes,  but  a  large  part  of 
the  increase  may  reasonably  be  connected  with  the  dis- 
appearance of  the  5-franc  pieces.  The  following  table 
puts  in  graphic  form  the  changes  in  the  denominations  of 
notes  in  circulation  for  representative  years: 
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Increase  in  issues  of  small  notes. 
[In  thousands  of  francs.] 


Total  aver- 
age circu- 
lation. 


Notes  of 
1,000  and 
500  francs. 


Notes  of 

100  and  50 

francs. 


Notes  of 
20  francs. 


1880. 
1890. 
189s- 
1900. 
905. 
i9o8_ 


313,624.5 
382,309.6 
450,413-1 
576,483.5 
676, 841. 9 
7S3.079-9 


151.539.5 
143.694." 
149.  647- 5 
201,045. 5 
222, 269. 5 
232,413.0 


147.224.3 
200, 824. 5 
235.686.5 
287, 902.8 
337, 146. i 
371,306.6 


14,860.  7 
ST.Tgi.:" 
52,079. I 

87.535-1 

117,426.3 
149,360.3 


The  influence  of  the  great  increase  in  circulation  has 
obviously  been  to  expel  coin  and  to  make  it  practically 
impossible  to  maintain  the  coins  of  full  legal  tender 
capacity  in  circulation.  The  issue  of  notes  down  to  so 
low  a  denomination  as  20  francs  has  practically  imposed 
upon  the  Bank  the  obligation  of  maintaining  the  coin 
reserve  of  the  country.  In  this  respect  it  is  perhaps  sub- 
ject to  criticism  for  permitting  so  considerable  a  propor- 
tion of  the  reserve  to  consist  in  foreign  bills — not  that  the 
bills  are  not  a  sound  and  efficient  portion  of  the  reserve, 
but  that  the  proportion  of  metal  has  been  allowed  to  fall 
too  low.  Upon  this  point  emphasis  is  laid  by  the  venerable 
Prof.  Georges  de  I/aveleye,  in  a  recent  discussion  of  the 
relative  increase  in  the  bank-note  circulation  of  France 
and  Belgium.  In  France  as  in  Belgium,  he  declared,  the 
circulation  of  bills  goes  on  steadily  increasing.  If  the 
years  1891-1892  are  compared  with  1906-1907,  the  circu- 
lation advanced  from  425,000,000  to  750,000,000  francs  in 
Belgium  and  from  3,000,000,000  to  4,800,000,000  francs  in 
France.     It  increased  75  per  cent  in  Belgium  and  60 
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per  cent  in  France.     Commenting  upon    these  figures, 
Professor  de  Laveleye  declares:" 

"  But  in  France  it  is  the  reserve  which  has  profited  by 
this  extension  of  the  paper  circulation,  while  in  Belgium 
it  is  the  assets  in  Belgian  and  foreign  paper  which  have 
increased  from  300,000,000  to  625,000,000  francs — that  is, 
in  a  proportion  exactly  parallel  to  the  increase  in  the  cir- 
culation. Tha;t  has  happened,  then,  which  must  inevitably 
happen — the  bill  of  the  National  Bank  of  Belgium  has  only 
the  strict  minimum  of  legal  metallic  protection,  even 
accepting  the  assets  in  foreign  bills  as  the  equivalent  of 
specie  in  the  vaults,  while  the  bill  of  the  Bank  of  France 
shows  such  an  increase  of  protection  that  it  might  be  truly 
said  that  it  represents  gold  circulating  in  the  form  of 
paper." 

As  influential,  perhaps,  as  permanent  transfers  of 
capital,  and  perhaps  one  of  their  causes,  is  the  compara- 
tively low  rate  of  discount  maintained  at  the  National 
Bank  and  in  Belgium.  On  this  point  an  indictment  is 
drawn  by  M.  Ansiaux,  both  against  the  policy  of  the  Bank 
and  against  the  law  which  covers  into  the  public  Treasury 
the  proceeds  of  all  discounts  above  3X  per  cent.  In  seek- 
ing to  reach  the  foundation  of  the  problem,  M.  Ansiaux 
declares  that  it  is  an  error  to  believe  that  the  balance  of 
international  accounts  redresses  itself  always  automat- 
ically. "Without  doubt,"  he  says, "the  rise  of  exchange 
constitutes  a  stimulus  to  exportation  and  a  curb  to  impor- 
tation. In  short,  exporters  sell  their  drafts  higher  and 
importers  pay  more  for  their  remittances.  But  the  cus- 
toms statistics  have  ah-eady  demonstrated  that  this  double 
<»  Moniteur  des  Int^rfets  Mat^riels,  December  8,  1907,  p.  3974. 
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influence  does  not  translate  itself  in  an  obvious,  manner  in 
the  commercial  movements  of  Belgium  and  Switzerland.'' 

Through  its  holdings  of  foreign  bills  the  National  Bank 
has  been  able  to  offset  in  some  measure  the  adverse  tend- 
ency of  the. exchanges.  When  the  demand  for  the  Paris 
cheque  becomes  pressing  and  threatens  to  raise  the  pre- 
mium to  a  point  which  would  attract  attention  and  cause 
alarm,  the  Bank  draws  from  its  portfolio  and  throws  upon 
the  market  drafts  upon  Paris,  London,  Berlin,  and  Amster- 
dam, and  thus  meets  the  demand  for  the  transfer  of  funds 
abroad.  This  portfoUo  of  foreign  paper  is  reconstituted 
from  time  to  time,  at  those  periods  when  the  demand  for 
foreign  exchange  is  less  acute. 

It  is  contended  by  some  of  the  critics  of  the  Bank,  how- 
ever, that  while  its  policy  in  dealing  with  foreign  bills  is 
sound  so  far  as  it  goes,  it  should  be  combined  with  a  more 
resolute  policy  in  regard  to  the  discount  rate.  It  is 
pointed  out  that  the  Imperial  Bank  of  Germany,  which 
also  employs  foreign  bills  to  maintain  the  balance  of  the 
exchanges,  does  not  on  this  account  consider  itself  released 
from  the  obligation  of  raising  the  discount  rate  boldly  and 
in  defiance  of  all  criticisms.  In  other  markets  the  eleva- 
tion of  the  rate  of  discount  is  relied  upon  to  correct  the 
adverse  balance  of  the  exchanges  and  check  the  outflow  of 
metalUc  money.  It  becomes  a  question  then — ^which  has 
been  much  discussed  in  Belgium — ^whether  the  National 
Bank  has  not  erred  in  keeping  its  rate  of  discount  too  low, 
instead  of  too  high.  There  have  been  those  who  have 
urged  that  it  should  be  advanced  sharply  and  kept  high 
until  a  visible  influence  was  exerted  upon  the  movement 

o  Les  Problfemes  Actuels,  etc.,  p.  35. 
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of  money..  The  failure  of  the  National  Bank  to  do  this 
might  be  attributed  to  two  influences — the  fact  that  by 
law  it  is  deprived  of  profit  from  a  discoimt  rate  above  3X 
per  cent  and  the  fact  that  it  derives  a  very  considerable 
profit  from  the  expansion  of  its  note  issue,  which  has  taken 
the  place  of  the  vanished  coins.  Obviously  the  profits 
upon  the  note  issue  more  than  compensate  the  premiums 
paid  for  maintaining  the  metallic  reserve.  The  Bank  per- 
haps regards  this  policy  as  more  beneficial  to  commercial 
interests  and  less  likely  to  impair  its  own  popularity  than 
the  drastic  elevation  of  the  discotmt  rate  which  protects 
the  reserve  of  the  Bank  of  England. 

In  spite  of  the  unfavorable  situation  of  the  Belgian 
exchange,  which  is  emphasized  by  the  dubious  position  of 
Belgium  in  the  I^atin  Union,  the  argument  is  not  without 
support  by  competent  economists,  that  the  existing  sys- 
tem has  advantages  over  the  resolute  raising  of  the  dis- 
count rate  which  is  advocated  by  M.  Ansiaux.  The  argu- 
ment is  the  same  as  that  made  in  favor  of  a  uniform  rate 
at  the  Bank  of  France — that  the  burden  of  maintaining 
the  reserve  is  properly  assumed  by  the  Bank,  rather  than 
imposed  upon  the  commerce  of  the  country.  It  appears 
that  the  periods  when  high  discount  rates  have  prevailed 
have  been  usually  those  when  the  bank  found  it  necessary 
to  make  the  largest  importations  of  coin,  but  in  most  of 
these  cases  the  discount  ratie  was  not  raised  so  radically 
as  at  the  Imperial  Bank  of  Germany  and  other  state  banks 
outside  of  France.  Thus,  in  1898,  with  an  average  dis- 
count rate  of  3.04  per  cent,  the  amount  of  coin  brought 
into  the  country  by  the  Bank  was  30,000,000  francs.  In 
1899,  with' an  average  rate  of  3.91  per  cent,  the  amount 
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brought  in  was  60,000,000  francs.  "When  the  average  rate 
fell  in  1902  to  3  per  cent,  the  importations  of  coin  by  the 
Bank  were  only  1 1 ,000,000  francs,  but  rose,  under  the  in- 
fluence of  the  tight  money  market  of  1906  and  an  average 
discount  rate  of  3.84  per  cent,  to  81,500,000  francs;  and 
in  1907,  with  an  average  discount  rate  of  4.95  per  cent, 
importations  of  coin  by  the  Bank  were  98,500,000  francs." 
With  an  average  rate  of  3.56  per  cent  in  1908,  importa- 
tions by  the  Bank  fell  to  79,000,000  francs.  * 

It  is  maintained  by  the  principal  financial  publication 
of  Belgium  that  an  attempt  to  raise  the  discovmt  rate 
radically  would  impose  much  heavier  charges  upon  the 
country  than  are  imposed  under  the  existing  system.  The 
increase  of  the  rate  from  an  average  of  3.84  per  cent,  which 
prevailed  in  1906,  to  an  average  of  5  per  cent  would  add 
5,166,000  francs  to  the  discotmt  charges  of  the  National 
Bank  alone,  and  if  the  entire  quantity  of  bills  discoimted 
at  the  joint-stock  banks  were  subjected  to  the  same  increase 
of  rate  the  total  additional  charge  imposed  upon  com- 
merce would  be  multiplied  about  three  times  and  would 
amount  to  more  than  15,000,000  francs.  The  effect  upon 
the  security  market  would  be  to  depress  prices  and  to 
send  the  3  per  cent  obligations  of  the  Belgian  Government 
below  par.  In  other  words,  it  was  declared,  the  rental  of 
capital  would  be  brought  up  to  the  rate  which  is  paid  in 
undeveloped  countries  deficient  in  resources  or  unhealthy 
in  their  economic  state." 

Upon  the  whole,  therefore,  it  is  concluded  by  the  Bel- 
gian journal  that  comparatively  httle  injury  results  to  the 

o  Moniteur  des  Int^rfets  Matdriels,  June  21,  1908,  p.  2035. 
SEconomiste  Europten,  May  22,  1909,  XXXV,  p.  644. 
"Moniteur  des  Int^rfets  Mat^riels,  December  22,  1907,  p.  4142. 
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financial  organism  of  the  country  from  the  premium  on 
exchange.  The  computed  amotmt  of  the  premium  on 
exchange  paid  upon  exportations  to  I<'rance,  at  the  rate 
of  three-tenths  of  i  per  cent,  represents  upon  400,000,000 
francs  of  such  exportations  a  sum  of  1,200,000  francs 
($231,600)."  It  is  obvious  that  this  enhanced  price  of 
the  Paris  exchange  affords  to  the  merchant  drawing  upon 
Paris  a  premium  upon  exportation  or  imposes  upon  the 
importer  an  enhanced  burden  which  is  too  slight  in  either 
case  to  affect  seriously  the  balance  of  trade  by  stimulat- 
ing exportation  or  checking  the  importation  of  French 
products.  Trade  would  almost  certainly  be  influenced 
more  sharply  by  an  elevation  of  the  discount  rate,  but  it 
would  be  necessary  ultimately  for  the  Bank  to  strengthen 
its  reserve  from  the  increased  quantity  of  gold  imported 
or  to  ciu-tail  the  amount  of  small  notes  in  circulation  in 
order  to  make  the  increased  rate  of  discotmt  effective  in 
keeping  gold  within  the  country. 

GENERAlv  STATISTICS   OP  BANKING  OPERATIONS. 

Some  of  the  principal  statistics  of  the  movement  of 
important  classes  of  business  from  the  beginning  of  the 
Ufe  of  the  National  Bank  are  brought  together  in  the  tables 
below.  As  statistics  for  representative  years  have  been 
presented  in  most  cases  in  discussing  different  features  in 
the  operation  of  the  Bank,  comment  in  detail  upon  the 
statistics  here  presented  is  not  required.  They  are  brought 
together  for  convenience  and  a  greater  degree  of  complete- 
ness than  the  shorter  tables  which  have  been  given  in 
dealing  with  particular  subjects.     The  complete  tables 

"  Motiiteur  des  Int^rfets  Mat^riels,  December  15,  1907,  p.  4058. 
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show  the  rapid  expansion  in  the  business  of  the  National 
Bank  of  Belgium,  which  has  been  characteristic  of  finan- 
cial statistics  in  the  case  of  advanced  commercial  coun- 
tries during  the  past  generation.  The  four  principal  items 
for  the  close  of  each  year  conform  to  the  exhibit  made  by 
similar  figures  in  other  countries  of  Europe  for  the  cen- 
tral banks  of  issue,  in  the  fact  that  note  circulation  plays 
a  much  more  important  part  than  deposits  in  gross 
liabiUties  and  that  the  growth  in  circulation  is  offset  by 
a  corresponding  growth  in  discounts  granted.  These  dis- 
counts, however,  are  made  up  largely  of  rediscounts  ex- 
tended to  the  joint-stock  and  private  banks,  which  have 
absorbed  the  bulk  of  the  growth  in  deposit  business  since 
the  evolution  of  powerful  banks  without  the  power  of  note 
issue.  A  general  table  of  the  four  principal  items  of  the 
balance  sheet  at  the  end  of  the  year  appears  below: 

Principal  items  of  the  balance  sheet. 


Decembf^r  31 


Francs. 
44. 034. 953 
78, S04, 789 
ISS.9S8. 745 
149.568,487 
144.775,678 
137.432.729 
X28, 901. 020 
155.563.372 
145,226,443 
167.576.272 
203.813. 192 
230, 190, 917 
196, 233,878 
214, 290, 183 
305.635.514 
258,451,264 
272, 087, 466 
269,071,451 
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circulation. 


Frames. 

50,346,210 

95,580,880 

117. S99, 960 

117. 847, 920 

IZ2, 474, 420 

ri6, 727, 840 
112,  651,  990 
12s, 106, 120 
124,387.380 
137,660.450 
171, 782, 680 
199, 2X9, 390 
202, 52S, 520 
228, 690,490 
297.672.650 
320.586,070 
328.873,430 
340, 254,  420 


Creditor  cur- 
rent accounts. 


Francs. 

25,980,830 

42,666,838 

81. 825. 144 

79, 173.174 

67,852,803 

42,635,776 

44,  207, 126 

64, loi, 720 

55,798,121 

94,270,253 

113,271, 152 

Z02, 116, 233 

81,319.921 

106. 106. 83 J 

118.052, 607 

61, 822, 909 

71,465,293 

65,704,557 
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Principal  items  of  the  balance  sheet — Continued. 


December  31- 


1876 
1877 
1878 
1879 
1880 
1881 
1883 
1883 
1884 
i88s 
1886 
1887 
1S88 
1889 
1890 
1891 
1892 
1893 
1894 
189s 
1896 
1897 
1898 
1899 
1900 
1901. 

X902. 

1903 
1904 
1 90s 
Z906. 
1907 
1908 


Metallic 
reserve. 


Francs. 

116,675,643 

99, 249, 880 

99, 169, 614 

10S.41S.039 

98, 787, 206 

99,477,283 

99,445.996 

98,096,  713 

96,535.498 

105,495. 92s 

100, 578, 722 

99.079,959 

93.646  434 

103,636,  140 

103,413.340 

102,751.759 

114,654,737 

III, 621, 199 

I30,7S<5.SIS 

lol, 061, 507 

loi, 978, 446 

103,326, 156 

117.087, 292 

107,901,447 

108, 757,  109 

116, 153, 170 

114, 170,310 

117, 117,388 

119.366,357 

ri7, 631. 107 

124, 185, 127 

133, 261. 800 

158. 163, 225 


Discounts. 


Francs. 
306.821,  721 

276.556. 761 
247, 872, 605 
271. 512. 573 
283,992,  826 
280,695,884 
256,854,173 
271, 250,  176 
280,026,058 
278, 295,964 
292, 662, 882 
295,117.351 
283,875,99s 
302,384,547 
312, 670, 661 
323,986,582 
309.391.705 
336,  201,077 
346,590,227 
365,263,  291 
399.683,424 
417.827,791 
424.795.032 
433. 577. 079 
465,244,299 
478,293,671 
513.750,490 
533.069,957 
557.740.49s 
570,024,215 
597.370.467 
528,316,  117 
493.458.291 


Bank  notes  in 
circulation. 


Francs. 
364.559.260 
342. 108,340 
313.617.950 
334.975.720 
339.969.Sio 
354.753.670 
355.706,250 
357, 6ii, 140 
357,761,810 
367.423.810 
378. 966. 160 
389,094,020 
375.670,220 
401, 765,820 
404, 721, 600 
421,886,51a 
427.594.580 
450.755,910 
469. 662, 000 
476, 502, 020 
492,636,9x0 
513,268,950 
544,652,040 
589. S04. 170 
63 1 , 63 1 , 800 
649,330,330 
676, 140.330 
671. 006, 560 
694,429,  290 
724,082,  Z40 
770,423.340 
798. 167. 760 
806,878.060 


Creditor  cur- 
rent accounts. 


Francs. 

76,276,824 

58,787,160 

60, 274.S7» 

74,376.704 

72, 142, 896 

76,889,811 

69,618,318 

79,611,77" 

73.950,390 

71.071,23s 

74,377.927 

71.507,414 

66, 282,970 

67,090.444 

67. 723.926 

69.363.48s 

69.340,318 

67,353,628 

78,558,169 

72, 103. 788 

90, 649, 788 

93.892,514 

98,975.211 
88,765,140 

81.754. 197 
89. 513. 811 
78.854,638 
86,971,009 
93.3'74.  199 
98.615,552 
95. 128,921 
87.573,812 
100, 716,555 


The  figures  of  the  general  movement  of  operations  show 
immense  totals,  because  they  cover  all  payments  into 
and  out  of  the  Bank.  Figures  of  this  movement  are  not 
usually  kept  by  American  banks,  but  they  have  a  certain 
significance  in  the  case  of  European  banks  of  issue  because 
the  latter  perform  to  some  extent  the  fimction  of  the  clear- 
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ing  houses  in  receiving  and  collecting  checks  and  other 
documents  upon  other  banks. 

General  movement  of  operations  and  gross  earnings. 


])aovementiof 
operations. 


Gross  earnings. 


1869. 

1870- 
1871- 
1872. 
1873- 
1874- 
187s- 
1876. 
1877- 
1878. 


Total  for  10  years- 


1879- 
1880. 
1881. 
1882. 
1S83. 
1884. 
1885. 
1886. 
1887. 
1888. 


Total  for  10  years  _ 


1889. 
1890-. 
X891.. 
1892- 
1893- 
1894- 
189s- 
1896- 
1S97- 
1898- 


Total  for  10  years. 


1899- 
1900 -, 
1901. 
X902.. 


Francs. 
4,810, 516, 
5,031,817, 

11,  700, 891, 
13.03s.  434. 
14,426,45a, 
13,574.856, 
13.527.359. 

12,  489, 767, 
11,444,063, 
II, 566, 641, 


589.68 
891. 19 
702. 01 
872.44 
646. 88 
891.54 
459-17 
081. i8 
172. 91 
673- 97 


Francs. 

S. 995. 353. 30 

7.046.729.48 

8.798,931.35 

10, 210,076.  49 

16,542,873.03 

13.613.941-19 

11.365.899.95 

10.315,566.65 

10,476,  21*6.  88 

II. 295. 546. 19 


III. 607, 799.980. 97 


105,661, 134.51 


13,268, 
16, 770, 
16, 6gi, 
16,815, 
17,988, 
16,473. 
15.969. 
16.4x0. 
19, 151, 
18,822, 


345.510.98 
452,220.85 
220, 278. 75 
897, 966. 40 
680,750.85 
764.339.29 
846,743.08 
293.424.86 
684,378.81 
634,841.64 


9,8l7, 
9.854, 
11,522, 
13.781, 
12, 176, 
II, 072, 
II,  114, 
10,894, 
XI, 202, 
10,723, 


772.17 
985.36 
499.39 
016. 79 
985.53 
438.50 
498.49 
625.98 
106. 98 
509. 19 


168,362,820,455.  51 


112, 160.427.40 


19. 230, 
19, 601, 
19,925 
18.864. 
19,084, 
19.562. 
25.521 
23, 794. 
23,880, 
28, X9S, 


169,638.  25 
550,644.65 
688,020.  47 
409,343-  24 
647,081.43 
149.358.05 
039, 223.47 
145,713.99 
970, 766. 75 
808, X24. 09 


11.947. 
12,344. 
II. 402. 
xo. 789. 
II. 202, 
11,470, 
11.203, 
11,730, 
12,665, 
13,005, 


140.  15 
883.28 
406. 98 
230.8s 
819.79 
305. 74 
777-50 
218. 22 
355-05 
476.81 


217,660,577.914.39 


117, 761,614.37 


29,837,546,658.48 
31,490,349,019.45 
31.745.527.179-  18 
32. 179. 502, 121.05 


14,909,364.85 
17.585.180.25 
17.332.074.69 
16,662,898.82 
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General  movement  of  operations  and  gross  earnings — Continued. 


Year. 


Movement  of 
operations. 


Gross  earnings. 


1903 

1904 .- 

190S 

1906 

1907 -.^. 

1908 

Total  for  10  years 


Francs. 
35,160,961,  766.  78 

36.085.207.044. 18 

40.434.814.815. 19 
45.034.519.641.00 
51, 162,602,  291.  58 
50,804,771.498.54 


Francs. 
18, 298, 521.90 
18,395.748.40 
18,498,899.98 
19.704.409.03 
21, 132,923.  50 
20,639,024.59 


383,925,802,035.43 


183, Z49, 046. ox 


The  character  and  frequency  of  changes  in  the  rate  of 
discount  have  been  discussed  under  appropriate  heads,  but 
a  convenient  summary  of  the  average  rate  for  each  year 
since  1873,  giving  the  volume  of  discounts  and  the  amotmt 
earned  from  them,  is  afforded  in  the  next  table: 


Rate  and  amount  of  discounts. 


Rate  of 
discount. 


Average 
maturity 
of  paper. 


Amount  dis- 
counted. 


Gross  pro- 
ceeds of 
discount. 


1873- 
1874- 
1875- 
1876. 
1877- 
1878. 
1879. 
1880. 
1881. 
1882. 
1883. 
1884. 
1885. 
1886 
1887. 
1888 
1889 
1890 
1891 


Per  cent. 
5- 06 
4:37 
3.8s# 
1^-75 
Z.69 
3.  21 
3.04 
3-35 
4.08 
4-43K 
3   60 
3-33 
3.38 
2.80 


3.32 
3.S8K 

3-32 

3.00 


47 

50 

SO^I 

SO 

51J4 

SI 

47 

46 

47 

45 

44JS 

45 
4S 
47 
47 
45 
45 
44 
39 


Francs. 

2.  019,  300, 
1.907. 500, 
L,  9x6, 900, 
1.  822,  200, 
1,  894,  200, 
I,  829,  600, 
i.  933.  500, 
^.  994.  600, 

3,  034.  300, 
2.059, 100, 

2  012,  400, 

:£.  071,  700, 

3,  088,  600, 

3  059,300, 

»,  153,  800, 

3,  167,300. 

3,  228,  XOO, 
3,355.500, 
2,5X2,800, 


000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 


Francs. 
14.598,300 
II, 105,900 
9. 189,600 
7,859,600 
8, 306, 900 
8, 540. 600 
7,  009,  600 

7,  096, 200 
8.577.700 
9.977. 200 
8.367.300 
7. 537. 300 
7.503,700 
6, 707, 700 
7.S93. 200 
7,566,000 

8.  573.500 
9. 344, 000 
8.344.500 
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Rate  and  amount  of  discotmts — Continued. 


Rate  of 
discount. 


Average 
maturity 
of  paper. 


Amount  dis- 
counted. 


Gross  pro- 
ceeds of 
discount. 


1892, 
1893 
1894 
189s 
1896 
1897 
1898 
1899 
xgoo 
1901 
1902 
1903 
1904 
190S 
1906 
1907 
1908 


Per  cent. 

2.  70 
..83 
3.00 
V.  60 
^1.84 

3.  00 
3- 04 
3.  92 
4.09 
3.28 
3-00 
3- 
3- 
3- 
3- 
4- 


•  17 


•  17 
■84 
■9S 


3.56 


41 
40 
40 
39 
41 
40 
41 
39 
38 
41 
41 
42 
43 
43 
44 
44 
44 


Francs, 
2.  430,  soo, 
^1 463, 600, 

2,  546,  200, 
2.894,300. 
2.783,600. 
2, 922, 200, 

3,  026, 900, 
3,  242,  200, 
3, 442, 800, 
3,370,800, 
3,428,900, 
3.635,300, 
3,  603,  100, 
3,861.900, 
4,255.500, 
4,449, 700. 
4,362,  400, 


000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 

OOQ 
000 
000 
000 
000 


Francs. 

6,526,500 

7,349, 700 

7, 231,300 

6, 814, 800 

S, 001, 200 

9,394.900 

9,585.300 

10,592.500 

12, 921, 000 

12, 792, 200 

12, 271, 000 

14, 376,  200 

14, 418, 700 

14, 507, 100 

15,312, 200 

15,829,300 

15,389,800 
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Appendix  A. 
THE  EXCHANGE  PROBLEM  IN  BELGIUM. 

[From  the  New  York  Bankers'  Magazine  for  August,  igog.] 

The  annual  report  of  the  director  of  the  mint  of  Bel- 
gium, of  which  an  abstract  appears  in  L'Economiste  Euro- 
p^en  of  May  22,  throws  considerable  light  on  the  problem 
of  the  adverse  exchange  with  France,  in  addition  to  the 
facts  presented  in  the  annual  report  of  the  National  Bank 
of  Belgium.  It  appears  that  the  purchases  of  5-franc 
pieces,  forced  upon  the  Bank  in  order  to  maintain  the 
redemption  of  its  notes  and  the  integrity  of  the  circula- 
tion, were  not  as  large  in  1908  as  in  1907,  but  were  larger 
than  in  any  other  year  except  1906.  As  recently  as  1904, 
when  the  discount  rate  was  low,  the  Bank  was  compelled 
to  buy  in  Paris  only  12,000,000  francs  in  silver  pieces, 
which  was  a  marked  improvement  over  1899  and  1900, 
when  the  money  market  was  under  severe  pressure.  The 
purchases  made  by  the  Bank  in  1900  were  35,500,000 
francs.  The  record  of  the  past  eight  years,  with  the  aver- 
age rate  of  discount  at  the  National  Bank,  appears 
below: 


Year. 


Silver  pur- 
chased by 
the  Bank. 


Average 

rate  of 

discount. 


1901 

1902 

1903 - 

1904 -- 

190S-- -- -- 

1906 

1907 - 

1908- 

201 


Francs. 
14, 500, 000 
II, 000, 000 
25, 000,000 
12, 000, 000 
24, 000,  000 
81, 500, 000 
98, 500,  000 
79, 000, 000 


Per  ceitt. 
3.28 
3.  00 
3.17 
3.00 
3.  17 
3.84 
4.95 
3.56 
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The  mint  report  is  interesting  in  submitting  a  new 
estimate  of  the  quantity  of  5-franc  pieces  still  in  circula- 
,  tion  in  Belgium.  It  is  estimated  that  more  than  three- 
fourths  of  the  pieces  coined  under  Leopold  I,  prior  to 
1867,  have  disappeared  and  that  of  the  entire  coinage  of 
495.678,210  francs  from  1832  to  1876  (when  coinage  was 
suspended)  only  about  375,000,000  francs  are  still  in 
existence.  The  circulation  of  these  pieces  in  Belgium, 
which  was  formerly  calculated  at  200,000,000  francs,  is 
believed  to  have  been  so  reduced  by  exportation  to 
France  that  the  amount  remaining  in  circulation  does 
not  exceed  100,000,000  to  150,000,000  francs.  It  is 
declared  that  exchange  on  Paris  has  been  unfavorable, 
as  in  preceding  years.  The  premium,  which  fell  below  i 
per  1,000  in  January  and  February,  1908,  rose  progress- 
ively to  4  per  1 ,000  in  November,  to  return  to  3  per  i  ,000 
in  December.  The  average  for  the  year  was  2^.  The 
effect  of  the  premium  was  to  encourage  the  exportation 
not  only  of  the  5-franc  pieces,  but  even  of  subsidiary  sil- 
ver. The  Government  and  the  National  Bank  have  both 
taken  measures  to  hamper  this  flight  of  currency.  The 
railway  oflBcials  have  taken  steps  to  prevent  important 
transfers  of  silver  in  the  form  of  ordinary  baggage,  and 
ticket  sellers  and  treasury  officials  have  been  forbidden 
to  make  exchanges  of  money  except  within  normal  limits. 
The  Bank  has  endeavored  to  meet  the  legitimate  demand 
for  exchange  by  its  offerings  of  foreign  bills. 


Appendix  B. 

THE     FUNDAMENTAL     LAWS     CREATING     AND 
EXTENDING  THE  CHARTER  OF  THE  BANK. 

Laws  of  May  5,  1850;  May  20, 1872;  and  March  26, 1900, 
combined  according  to  a  royal  decree  of  May  7,  1900. 
(Moniteur  of  August  18,  No.  230.)  1 

Article  I." 

A  bank  is  hereby  founded  under  the  name  of  National 
Bank  of  Belgium,  with  head  ofl&ce  in  Brussels. 

Article  II.  * 

The  Bank  shall  establish  discount  offices  in  capitals  of 
provinces,  and  also  in  towns  where  the  need  of  them  shall 
be  manifest. 

A  discount  committee  shall  be  connected  with  each 

discount  office  in  towns  where  deemed  necessary  by  the 

Government,  after  having  consulted  the  directors  of  the 

Bank. 

Article  III.' 

The  corporate  existence  of  the  Bank  is  extended  to 
January  i,  1929.  This  term  may  be  extended  by  law, 
upon  the  request  of  a  majority  of  a  meeting  of  share- 
holders. 

"  Article  I  of  the  law  of  March  26,  1900. 
6  From  the  law  of  May  5,  1850. 

c  Article  III  of  the  law  of  May  5,  1850;  Article  I,  part  i,  of  the  law  of 
May  20,  1872;  Article  II,  part  2,  of  the  law  of  March  26,  1900. 
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Article  IV." 
The  capital  of  the  Bank  shall  be  50,000,000  francs, 
divided  into  50,000  shares,  registered  or  to  bearer,  of 

1,000  francs  each. 

Article  V.* 

The  Bank  shall  begin  business  when  three-fifths  of  each 
share  shall  have  been  paid  in. 

The  administration  of  the  Bank  shall  cause  the  capital 
to  be  restored  up  to  15,000,000  francs,  if  it  should  be 
impared  by  losses. 

The  administration  is  empowered  to  call  up  funds  if 
business  expansion  should  require  it. 

The  mode  and  conditions  of  payment  shall  be  regu- 
lated by  the  statutes. 

The  Bank  shall  collect  interest  at  the  rate  of  3  per 
cent  per  annum  on  the  amounts  not  paid  in. 

Article  VI.' 

A  reserve  fund  shall  be  created  for  the  following  pur- 
poses : 

1.  To  meet  losses  in  the  Bank's  capital. 

2.  To  add  a  sufficient  amount  to  the  yearly  profits  to 
allow  the  payment  of  a  dividend  of  4  per  cent  on  the 
amount  paid  in. 

The  amount  set  aside  to  constitute  the  reserve  fund 
shall  be  10  per  cent  of  the  annual  profits  in  excess  of  4 
per  cent  of  the  capital. 

o  Article  IV  of  the  law  of  May  5,  1850,  reads  as  follows:  "The  corporate 
capital  is  25,000,000  francs,  divided  into  25,000  shares,  registered  or  to 
bearer,  of  1,000  francs  each."  And  Article  I,  part  2,  of  the  law  of  May  20, 
1872,  states:  "The  Bank's  capital  shall  be  increased  to  50,000,000  francs." 

6  From  the  law  of  May  5,  1850,  which  has  since  become  inoperative. 

c  Article  III  of  the  law  of  March  26,  1900. 
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Article  VII.'' 

One-quarter  of  the  profits  in  excess  of  4  per  cent  is 
assigned  to  the  Government.  The  Government  shall, 
moreover,  receive  an  allowance  of  one-quarter  of  i  per 
cent  semiannually  on  the  average  circulation  of  notes  in 
excess  of  275,000,000  francs. 

Article  VII  (2).'' 

The  profit  accruing  to  the  Bank  from  the  difference 
between  an  interest  rate  oi  t,}4  per- cent  and  the  rate  of 
interest  actually  collected  shall  be  assigned  to  the  State. 

Article  VIII.'' 

The  operations  of  the  Bank  shall  be  as  follows : 

1.  To  discount  or  purchase  bills  of  exchange  and  other 
documents  resulting  from  commercial  transactions,  and 
treasury  bonds  within  the  limits  to  be  determined  by  the 
statutes. 

The  following  are  deemed  commercial  transactions  for 
the  purposes  of  this  provision:  Purchases  and  sales  by 
farmers,  and  to  them,  of  cattle,  agricultural  implements, 
fertiUzers,  seed,  crops,  and  generally  of  merchandise  and 
produce  relating  to  the  practice  of  their  industry. 

2.  To  deal  in  gold  and  silver  bullion. 

3.  To  make  loans  on  gold  and  silver  bars  and  coin. 

4.  To  undertake  the  collection  of  bills  which  may  be 
remitted  to  it  by  private  individuals  or  corporations. 

5.  To  receive  sums  of  money  on  deposit  in  current  ac- 
count, and  securities,  precious  metals,  and  gold  and  silver 
coin  for  safe-keeping. 

"■  Article  II,  third  paragraph,  of  the  law  of  March  26,  1900. 
6  Article  II,  fourth  paragraph,  of  the  law  of  March  26,  1900. 
c  Article  VIII  of  the  law  of  May  5,  1850  and  Article  XI  of  the  law  of 
March  26,  1900. 
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6.  Finally,  to  make  advances  on  current  account  or  for 
short  terms  upon  the  deposit  of  national  public  securities 
or  other  securities  guaranteed  by  the  State,  within  limits 
and  conditions  to  be  determined  periodically  by  the  ad- 
ministration of  the  Bank,  jointly  with  the  council  of  cen- 
sors, with  the  approval  of  the  Minister  of  Finance. 

Article  IX." 

The  Bank  is  expressly  prohibited  from  undertaking  op- 
erations other  than  those  set  forth  in  Article  VIII. 

The  Bank  shall  not  be  permitted  to  borrow,  nor  to  make 
loans,  either  on  bonds  and  mortgages  or  upon  the  deposit 
of  industrial  shares. 

It  shall  not  make  loans  on  its  own  shares,  nor  buy  them. 

It  shall  not  take  any  part,  either  directly  or  indirectly, 
in  industrial  enterprises,  or  undertake  any  kind  of  business 
other  than  that  set  forth  in  paragraph  2  of  the  preceding 
article. 

It  shall  not  acquire  real  estate  other  than  the  premises 
which  are  absolutely  necessary  for  carrying  on  its  business. 

Article  X.« 

The  Bank  shall  act  as  cashier  for  the  State  under  condi- 
tions to  be  determined  by  law. 

Article  XI. 

If  a  savings  bank  shall  be  established,'  the  Government 
reserves  the  right  to  have  it  managed  by  the  Bank.     This 

a  From  the  law  of  May  5,  1850. 

b  The  law  of  March  16,  1865,  created  a  general  savings  and  pension  office 
under  the  guaranty  of  the  State.  Article  39  of  said  law  reads  as  follows: 
"  The  relations  between  the  savings  bank  and  the  National  Bank  shall  be 
regulated  by  the  Government,  in  accordance  with  Article  XI  of  the  law  of 
Mays,  1850." 
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service  shall  be  distinct  and  independent  from  the  business 
of  the  Bank,  and  its  organization  shall  be  the  subject  of  a 
law. 

Article  XII. 

The  Bank  may  issue  notes  payable  to  bearer.  The 
amount  in  circulation  shall  be  represented  by  seciu-ities 
which  can  be  easily  converted  into  cash. 

The  proportion  between  the  cash  reserve  and  the  notes 
in  circulation  shall  be  fixed  by  the  statutes. 

Article  XIII.'* 

The  Government,  by  agreement  with  the  Bank,  shall 
determine  the  form  of  the  notes,  the  method  of  their  issue, 
and  the  amount  of  each  denomination. 

The  text  of  those  which  shall  be  issued  in  the  future  * 
shall  be  expressed  in  the  two  official  languages. 

Article  XIII  {2).' 

Within  one  month  following  the  promulgation  of  the 
present  law,''  the  Bank  shall  pay  into  the  public  treasury 
the  value  of  the  bank  notes  belonging  to  the  issues  prior 
to  the  year  1869,  which  have  not  yet  been  presented  for 
redemption. 

Whenever  a  type  of  bank  note  shall  be  replaced  or 
abolished,  the  Bank,  at  the  expiration  of  a  period  fixed 
in  each  case  by  special  agreement,  shall  pay  into  the 
treasury  the  value  of  the  notes  of  that  type  which  shall 
not  have  been  presented  for  redemption. 

"  Article  XIII  of  the  law  of  May  5,  1850,  and  Article  V  of  the  law  of 
March  26,  1900. 

6  Beginning  March  26,  1900. 

"  Article  VI  of  the  law  of  March  26,  1900. 

<*  Law  of  March  26,  1900. 
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This  provision  shall  be  applicable  to  the  notes  of  20 
francs  of  the  type  prior  to  that  created  in  1897. 

The  notes  of  which  the  equivalent  shall  have  been  paid 
into  the  treasury  shall  be  deducted  from  the  amount  of 
the  outstanding  circulation,  and  the  redemption  of  such 
notes  as  shall  be  subsequently  presented  at  the  counters 
of  the  Bank  shall  be  made  on  account  of  the  treasury. 

Artici.e  XIV.'' 

The  notes  shall  be  payable  at  sight  at  the  offices  of  the 
Bank  in  Brussels. 

The  notes  shall  be  payable  at  sight  at  the  country 
agencies  of  the  bank,  but  such  payments  may  be  deferred 
until  there  has  been  time  to  receive  the  necessary  funds. 

The  Government  is  authorized  to  receive  the  notes  at 
state  offices.  ^ 

Article  XV.  <= 

To  facilitate  transfers  of  funds,  the  Bank  is  authorized 
to  issue  drafts  payable  several  days  after  sight. 

Article  XVI. <« 

The  Bank  may  be  authorized  by  the  Government  to 
purchase  public  securities,  but  shall  not  hold  an  amount 
exceeding  the  amount  of  its  paid-up  capital. 

a  Article  XIV  of  the  law  of  May  5,  1850,  and  Article  I,  paragraph  5, 
of  the  law  of  May  20,  1872. 

6 Law  of  June  20,  18^3,  Article  VI:  "Notes  of  the  National  Bank  are 
legal  tender  so  long  as  they  are  redeemable  at  sight  in  legal  coin."  This 
privilege  would  immediately  cease  should  the  notes  of  the  National  Bank 
be  refused  at  the  state  offices. 

e  From  the  law  of  May  5,  1850. 

d  Article  XVI  of  the  law  of  May  5,  1850,  and  Article  I,  paragraph  6,  of 
the  law  of  May  20,  1872. 
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.  No  purchase  shall  be  made  except  by  virtue  of  au- 
thority given  by  the  Minister  of  Finance,  on  application 
of  the  administration  of  the  Bank,  approved  by  the  council 
of  censors. 

The  investment  of  the  reserve  in  public  funds  shall  be 
discretionary. 

Article  XVII. 

The  management  of  the  Bank  shall  be  in  the  hands  of 
a  governor  and  six  directors. 

ARTICI.E  XVIII. 

There  shall  be  also  a  council  of  censors  and  a  committee 
of  discount. 

Article  XIX. 

The  governor  shall  be  appointed  by  the  King  for  five 
years.  While  holding  that  office  he  can  not  be  a  member 
of  either  branch  of  the  Legislature  nor  receive  any  pension 
from  the  State. 

A  member  of  either  House,  when  appointed  governor, 
terminates  immediately  his  legislative  functions  upon 
his  acceptance  of  the  office. 

The  governor,  if  elected  a  member  of  either  House,  shall 
not  be  permitted  to  take  the  oath  as  such  until  he  has 
formally  declared  his  preference  for  the  latter  office. 

Article  XX. 

The  directors  and  the  censors  shall  be  elected  by  the 
general  assembly  of  the  shareholders. 

The  duration  of  office  for  directors  and  censors,  and 
the  order  of  rotation,  shall  be  regulated  by  the  statutes. 
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Article  XXI." 

A  commissioner  shall  be  appointed  by  the  Government 
to  supervise  operations,  and  especially  discount  and  the 
issue  of  notes.  His  salary  shall  be  fixed  by  the  Govern- 
ment by  agreement  with  the  management  of  the  Bank, 
and  shall  be  paid  by  the  Bank. 

Article  XXII. 

The  management  of  the  Bank  shall  present  to  the  Gov- 
ernment monthly  a  statement  showing  the  condition  of 
the  institution  and  of  its  discount  offices.  This  state- 
ment shall  be  published  monthly  in  the  Moniteur.'' 

The  result  of  operations  and  the  declaration  of  divi- 
dends shall  be  published  every  six  months  in  the  same 
way. 

Article  XXIII.  ° 

Changes  made  in  the  statutes  of  the  Bank  must  be  in 
accordance  with  the  principles  set  forth  in  the  present 
law."* 

Changes  may  be  made  on  other  points  not  regulated 
by  law.  They  shall  be  submitted  to  the  King  for  his 
approval. 

Article  XXIV. 

The  Government  has  the  right  to  control  all  operations. 
It  shall  have  the  povy^er  to  prevent  the  execution  of  any 

"From  the  law  of  May  5,  1850. 

6  In  pursuance  of  Article  47  of  the  new  by-laws,  the  publication  takes 
place  weekly. 

c  Article  VIII  of  the  law  of  March  26,  1900. 

dTha  first  statutes  of  the  Bank  were  promulgated  in  pursuance  of 
Article  XXIII  of  the  law  of  May  5,  1850,  and  modified  in  accordance  with 
the  law  of  May  20,  1872,  Article  III. 
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measure  which  shall  be  contrary  to  the  law,  to  the  stat- 
utes, or  to  the  interests  of  the  State. 

Article  XXV. 

No  bank  of  issue  shall  be  constituted  by  shares,  except 
under  the  form  of  a  joint  stock  company  and  by  virtue 
of  a  law. 

Article  XXVI. « 

The  National  Bank  and  its  branches,  discount  offices, 
and  dgencies  shall  conform  to  the  provisions  of  the  law 
of  May  22,  1878,  concerning  the  use  of  the  Flemish 
language  in  official  matters;  and  this  provision  shall 
apply  to  all  blank  forms  and  to  signs  on  the  exterior 
and  interior  of  buildings. 

An  adequate  knowledge  of  both  languages  shall  be 
required  of  all  employees  to  be  chosen  in  future  for  serv- 
ice in  Flemish  districts,  including  that  of  Brussels,  who 
come  in  contact  with  the  public. 

Temporary  Provision.* 

The  present  law  shall  take  effect  from  the  ist  of  Jan- 
uary, 1900.  However,  the  benefits  prescribed  in  favor 
of  the  State  are  to  take  effect  from  the  ist  of  January 
preceding. 

The  Bank  is  authorized  to  pay  out  of  its  reserve  funds 
the  difference  between  the  amount  due  the  State  in  pur- 
suance of  the  preceding  paragraph,  and  the  amount 
already  paid  into  the  treasury  in  accordance  with  the 
provisions  in  force  on  December  31,  1899.     The  amount 

<»  Article  VII  of  the  law  of  March  26,  1900. 
6  Article  X  of  the  law  of  March  26,  1900. 
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of  such  difference  shall  be  restored  to  the  reserve  by  means 
of  assessments  on  the  profits  in  future  years. 

Noted  and  approved,  to  be  added  to  our  decree  of  Aug- 
ust 7,  1900. 

Leopold. 
By  the  King: 

P.  DE  Smet  de  Naeyer, 

Minister  of  Finance  and  Public  Works. 


Appendix  C. 

LAW  REGULATING  THE  FUNCTIONS  OF  CASHIER 
FOR  THE  STATE. 

Laws  of  May  lo,  1850,  May  20,  1872,  and  March  26, 
I  goo,  consolidated  in  pursuance  of  royal  decree  of  August 
7,  1900.     (Moniteur  of  August  18,  No.  230.) 

Article  I." 

The  Government  is  authorized  to  intrust  to  the  National 
Bank  of  Belgium  the  functions  of  cashier  for  the  State. 

Article  II." 

As  such,  the  Bank  is  deemed  to  be  accountant  for  the 
State,  and  subject  to  all  regulations  prescribed  by  law 
regarding  accounting  and  by  the  fundamental  law  of  the 
court  of  accounts,  which  are  not  inconsistent  with  the 
principles  governing  stock  companies. 

Article  HI." 

The  Bank  shall  establish  an  agency  in  the  capital  of 
each  judicial  district,  and  also  in  such  towns  as  the  Gov- 
ernment shall  deem  advisable  in  the  interest  of  the  treasury 
or  of  the  public. 

Article  IV." 

The  Bank  is  accountable  for  its  administration  and  that 
of  its  agents.     Exception  shall  be  made  only  in  cases  of 

o  From  the  law  of  May  lo,  1850. 
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superior  force,  the  existence  of  which  and  the  use  of  funds 

collected  for  account  of  the  State  shall  have  been  clearly 

established. 

Article  V.<» 

Agents  of  the  Bank  shall  be  appointed  by  the  King  from 
a  list  of  candidates  presented  by  the  council  of  adminis- 
tration of  the  Bank  containing  twice  as  many  names  as 
there  are  agents  to  be  appointed. 

They  shall  not  be  entitled  to  claim  a  pension  from  the 
treasury.  They  shall  furnish  a  bond  to  the  cashier  for 
the  faithful  performance  of  their  duties,  consisting  of 
either  real  estate  or  national  bonds. 

Article  VI. " 

The  journals  and  other  registers  relating  to  operations 
for  the  treasury  shall  be  kept  in  accordance  with  a  method 
to  be  determined  by  the  Government.  The  journals  shall 
be  numbered  and  initialed  by  a  member  of  the  court  of 
accounts. 

The  agents  of  the  Bank  shall  permit  the  vaults,  regis- 
ters, and  journals  to  be  examined  by  the  ofl&cials  appointed 
for  that  purpose  by  the  Minister  of  Finance. 

Article  VII.  * 

The  National  Bank  shall  perform  gratuitously  the  serv- 
ice of  cashier  for  the  State. 

The  Bank  shall  bear  all  expenses  of  management,  of 
material,  of  transportation,  and  of  transfer  of  funds,  and 
shall  share  in  the  expenses  of  the  treasury  in  the  Prov- 

a  From  the  law  of  May  lo,  1850. 

6  Article  IV  of  the  law  of  May  20,  1872,  and  Article  II,  paragraph  5  of 
the  law  of  March  26,  1900. 
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inces  to  an  amount  of  230,000  francs  annually.  This 
amount  shall  not  be  increased  at  the  revision  of  the  con- 
vention provided  for  by  Article  IX  of  this  act. 

The  available  funds  of  the  treasury  in  excess  of  require- 
ments shall  be  invested  by  the  Bank  in  commercial  paper. 
The  Bank  shall  be  guarantor  for  the  securities  acquired 
or  set  aside  for  account  of  the  treasury. 

Article  VIII." 

The  provisions  of  the  law  of  September  5-15,  1807, 
regulating  the  privilege  and  legal  lien  of  the  public  treas- 
^xry  on  the  estates  of  accountants,  shall  apply  to  the  cashier 
for  the  State. 

Article  IX.'' 

The  agreement  entered  into  between  the  Government 
and  the  Bank  is  subject  to  revision  every  ten  years. 

Noted  and  approved,  to  be  added  to  our  decree  of  August 
7,  1900. 

Leopold. 
By  the  King: 

P.  DE  SmET  de  NaEYER, 
Minister  of  Finance  apd  Public  Works. 

o  From  the  law  of  May  lo,  1850. 

6  Article  IV  of  the  law  of  March  26,,  1900. 
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STATUTES  OF  THE  BANK. 

Adopted  at  the  general  assembly  of  shareholders  of 
May  5,  1900,  and  approved  by  royal  decree  of  May  16, 
1900.     (Moniteur  of  May  24,  1900,  No.  144.) 

Chapter  I. — Organization. 

Article  i.  The  National  Bank  of  Belgium,  founded 
as  a  joint  stock  company,  in  pursuance  of  the  law  of  May 
5,  1850,  and  the  laws,  of  May  20,  1872,  and  March  26, 
1900,  shall  have  its  head  office  in  Brussels. 

Art.  2.  It  shall  have  branches  or  discount  offices  in 
the  provincial  capitals  and  in  other  towns,  where  the  need 
of  such  establishments  is  recognized. 

Art.  3.  The  Bank  shall  open  an  agency  in  the  capital 
of  each  judicial  district,  and  also  in  such  towns  as  the 
Government  shall  deem  advisable  in  the  interest  of  the 
treasury  or  of  the  public. 

Art.  4.  The  corporate  existence  of  the  fiank  is  extended 
to  January  i,  1929,  in  pursuance  of  the  law  of  March  26, 
1900. 

This  term  may  be  extended  by  law,  upon  the  request  of 
a  majority  of  the  general  assembly  of  shareholders. 

Art.  5.  The  Bank  shall  be  legally  Hquidated  should 
losses  shown  by  the  balance  sheet  exceed  one-half  the 
corporate  capital. 

In  any  other  case,  the  liquidation  can  not  take  place 
before  the  time  fixed  by  law,  except  with  the  consent  of 
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the  Government  and  in  pursuance  of  a  resolution  carried 
by  a  majority  of  three-quarters  of  the  shareholders  in 
general  assembly  and  owning  at  least  one-half  the  stock 
of  the  Bank. 

In  case  of  dissolution,  either  at  the  end  of  the  term  or 
before  the  term,  the  assembly  shall  elect  the  liquidators 
and  regulate  their  powers,  as  well  as  the  mode  of  pro- 
cedure, according  to  common  law. 

Chapter  II. — Capital  and  reserve. 

Art.  6.  The  joint  capital  consists  of  50,000,000  francs, 
divided  into  50,000  shares  of  i  ,000  francs  each. 

Art.  7.  Each  share  shall  give  the  right  to  a  propor- 
tionate and  equal  part  in  the  joint  assets  and  in  the 
division  of  profits. 

Art.  8.  The  rights  and  obligations  pertaining  to  each 
share  follow  the  title  to  same,  to  whomsoever  it  may  pass. 

Shares  can  not  be  divided  as  far  as  concerns  the  Bank; 
it  recognizes  but  one  owner  for  each  share. 

Art.  9.  The  ownership  of  a  share  involves  compliance 
with  the  statutes  of  the  iBank  and  with  decisions  regu- 
larly taken  at  a  general  assembly. 

Art.  id.  The  heirs  or  creditors  of  a  shareholder  can 
neither  cause  official  seals  to  be  affixed  on  the  chattels 
and  securities  of  the  Bank,  nor  ask  distribution  or  sale 
at  auction,  nor  meddle  with  its  management. 

For  the  assertion  of  their  rights,  they  must  abide  by 
the  published  reports  of  the  Bank  and  the  deliberations 
of  the  general  assembly. 

Art.  II.  Fully  paid  shares  are  either  registered  or  to 
bearer,  and  may  be  converted,  free  of  charge,  at  the  pleas- 
ure of  the  owner, 
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Art.  12.  The  ownership  of  a  registered  share  is  estab- 
lished by  the  entry  on  the  records  of  the  Bank. 

Registers  to  that  effect  are  kept  in  duplicate  at  the  head 
office.  The  beneficiary  receives  a  certificate  which  is 
not  transferable. 

Art.  13.  The  transfer  of  registered  shares  is  effected 
by  means  of  a  declaration  of  transfer  entered  on  the  books 
of  the  Bank,  dated  and  signed  by  the  assignor  and  the 
assignee,  or  their  attorneys  in  fact,  as  well  as  by  a  director 
and  a  clerk  of  the  Bank. 

Art.  14.  The  transfer  of  shares  to  bearer  is  effected  by 
the  delivery  of  the  certificate. 

Art.  15.  Shareholders  are  not  liable  beyond  the  loss  of 
the  amount  of  their  shares  in  the  Bank. 

Art.  16.  a  reserve  fund  shall  be  created,  for  the  fol- 
lowing purposes: 

1 .  To  meet  losses  in  the  capital. 

2.  To  add  to  the  yearly  profits  a  sufficient  amount  to 
insure  a  dividend  of  4  per  cent  on  the  nominal  capital. 

Art.  17.  The  amount  set  aside  for  the  formation  of  the 
reserve  shall  be  10  per  cent  of  the  net  profits  in  excess  of 
4  per  cent  per  annum. 

Art.  18.  The  mode  of  investing  the  reserve  shall  be 
discretionary.  The  income  shall  form  part  of  the  general 
earnings  of  the  Bank. 

Chapter  III. — Operations. 

Art.  19.  The  operations  of  the  Bank  shall  be  as  follows: 
I.  To  discount  or  purchase  bills  of  exchange  and  other 

documents  resulting  from  commercial  transactions,   as 

well  as  treasury  bonds. 
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The  following  are  deemed  commercial  transactions  for 
the  purposes  of  this  provision:  Purchases  and  sales  by 
farmers,  and  to  them,  of  cattle,  agricultural  implements, 
fertilizers,  seed,  crops,  and  generally  of  merchandise  and 
produce  relating  to  the  practice  of  their  industry. 

2.  To  deal  in  gold  and  silver  bullion. 

3.  To  make  loans  on  gold  and  silver  bars  and  coin. 

4.  To  undertake  the  collection  of  bills  which  may  be 
remitted- to  it  by  private  individuals  or  corporations. 

5.  To  receive  sums  of  money  on  deposit  in  current 
accotmt,  and  securities,  precious  metals,  and  gold  and  sil- 
ver coin  for  safe-keeping. 

6.  Finally,  to  make  advances  on  current  account  or 
for  short  terms  upon  the  deposit  of  national  public 
securities  or  other  securities  guaranteed  by  the  State, 
within  limits  and  conditions  to  be  determined  periodically 
by  the  cotmcil  of  administration,  jointly  with  tlje  council 
of  censors,  with  the  approval  of  the  Minister  of  Finance. 

Art.  20.  The  Bank  is  expressly  prohibited  from  under- 
taking operations  other  than  those  set  forth  in  the  pre- 
ceding article. 

The  Bank  shall  not  borrow  nor  make  loans,  either  on 
bonds  and  mortgages  or  against  the  deposit  of  industrial 
shares  and  bonds. 

It  shall  not  make  loans  on  its  own  shares  nor  buy  them. 

It  shall  not  take  any  part,  either  directly  or  indirectly, 
in  industrial  or  commercial  enterprises  or  undertake  any 
other  form  of  commerce  than  dealing  in  gold  and  silver 
bullion. 

It  shall  not  acquire  real  estate  other  than  the  premises 
which  are  absolutely  necessary  for  carrying  on  its  business. 
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Art.  21.  Only  such  commercial  bills  shall  be  discounted 
as  are  made  payable  to  order,  stamped,  resulting  from  a 
genuine  business  transaction,  having  not  more  than  one 
himdred  days  to  run  and  guaranteed  by  three  solvent 
signatures. 

However,  commercial  bills  with  two  signatures  may  be 
admitted  in  such  cases,  manner,  and  conditions  as  may 
be  determined  by  regulations  adopted  by  the  general 
council  and  approved  by  the  Minister  of  Finance. 

A  pledge  of  warehouse  receipts,  merchandise,  or  public 
funds  of  sufficient  value  to  guarantee  the  total  of  the 
claim  may  take  the  place  of  one  signature. 

Art.  22.  The  matiurity  of  treasury  bonds  admitted  for 
discount  shall  not  exceed  one  hundred  days.  The  rate 
of  discount  shall  be  fixed  by  mutual  agreement  with  the 
Minister  of  Finance. 

Art.  23.  The  Bank  shall  not  carry  in  its  assets  dis- 
counted treasury  bonds  for  more  than  20,000,000  francs. 

Art.  24.  The  rate  of  discotmt  for  Brussels,  as  well  as 
for  the  discount  offices,  and  the  amotmt  of  treasury 
bonds  to  be  admitted  to  discotmt  shall  be  fixed  weekly. 

The  rate  may  be  changed  in  the  meantime. 

Art.  25.  The  amount  and  the  rate  for  loans  to  be  made 
upon  deposits  of  national  bonds,  treasury  bonds,  and 
other  securities  guaranteed  by  the  State  shall  be  deter- 
mined every  week. 

Such  loans  can  be  made  only  to  solvent  parties  and 
for  a  period  not  exceeding  four  months. 

Securities  shall  not  be  accepted  as  collateral  for  more 
than  four-fifths  of  their  value  at  the  market  rate. 

The  securities  pledged  shall  be  sold  at  the  Bourse,  if 
the  loans  are  not  repaid  at  maturity.     Not  more  than 
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one  renewal  shall  be  permitted,  except  by  special  per- 
mission granted  by  the  council  of  administration. 

Art.  26.  The  Bank  may  be  authorized  by  the  Gov- 
ernment to  purchase  public  securities,  including  treastiry 
bonds,  but  not  for  an  amount  exceeding  the  paid-up  capital 
of  the  Bank. 

No  purchase  shall  be  made  except  with  the  permission 
of  the  Minister  of  Finance,  upon  application  of  the  man- 
agement, approved  by  the  council  of  censors. 

Such  permission  shall  be  applicable  specifically  to  each 
transaction  and  shall  be  considered  void  if  not  used 
within  the  month. 

Art.  27.  The  Bank  may  issue  notes  to  bearer. 

The  amotmt  of  notes  in  circulation  must  be  represented 
by  securities  which  can  be  easily  converted  into  cash. 

Art.  28.  The  Government,  by  agreement  with  the 
Bank,  determines  the  form  of  the  notes  and  the  method 
of  their  issue.  It  fixes  the  quantity  of  notes  of  denomi- 
nations below  50  francs,  and  determines,  by  agreement 
with  the  Bank,  the  quantity  of  notes  of  the  denomina- 
tion of  50  francs  and  above. 

Art.  29.  The  text  of  the  notes  to  be  issued  in  future 
shall  be  expressed  in  the  two  official  languages. 

The  Bank  shall  conform  to  the  provisions  of  Article  VII 
of  the  law  of  March  26,  1900,  concerning  the  use  of  the 
Flemish  language. 

Art.  30.  The  notes  shall  be  payable  at  sight  at  the 
offices  of  the  Bank  in  Brussels  and  at  its  agencies  in  the 
country.  Payment  at  the  agencies  may,  however,  be 
deferred  tmtil  there  has  been  time  to  receive  the  necessary 
fimds. 
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Art.  31.  These  notes  shall  continue  to  be  received  in 
payments  at  state  offices. 

The  authority  given  by  virtue  of  Article  XIV  of  the 
law  of  May  5,  1850,  is  subject  to  repeal. 

Art.  32.  Whenever  a  type  of  bank  note  shall  be  re- 
placed or  aboHshed,  the  Bank,  at  the  expiration  of  a  period 
fixed  in  each  case  by  special  agreement,  shall  pay  into  the 
treasury  the  value  of  the  notes  of  that  type  which  shall 
not  have  been  presented  for  redemption. 

This  provision  shall  be  apphcable  to  notes  of  20  francs 
of  the  type  prior  to  that  created  in  1897. 

Art.  33.  The  notes  of  which  the  equivalent  shall  have 
been  paid  into  the  treasury  shall  be  deducted  from  the 
amouiit  of  the  outstanding  circulation,  and  the  redemp- 
tion of  such  notes  as  shall  be  subsequently  presented  at 
the  counters  of  the  Bank  shall  be  made  on  account  of  the 
treasury. 

The  amount  thereof  shall  be  collected  from  the  treas- 
ury at  the  end  of  each  half  year. 

Art.  34.  The  Bank  is  required  to  have  a  metallic 
reserve  equal  to  one-third  of  the  amount  of  its  notes  and 
other  liabiUties  payable  at  sight. 

The  reserve  shall  be  permitted,  however,  to  fall  below 
one-third  under  circumstances  and  within  hmits  which 
shall  be  sanctioned  by  the  Minister  of  Finance. 

Art.  35.  To  facilitate  transfers  of  funds,  the  Bank 
may  issue  transfer  orders  or  drafts  payable  at  sight  or 
at  not  exceeding  seven  days'  sight,  bank  notes  to  order, 
or  checks  accepted  and  certified  payable  by  the  Bank. 

It  may  cooperate  in  creating  and  managing  clearing 
houses. 
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The  obligations  issued  in  pursuance  of  the  present 
article  shall  be  recorded  on  a  separate  account  in  the 
statement  of  condition. 

Art.  36.  The  Bank  has  the  privilege  of  issuing  certifi- 
cates for  the  amounts  entered  to  its  credit  on  the  ledger 
of  the  pubhc  debt. 

Art.  37.  The  Bank  shall  perform  gratuitously  the 
service  of  cashier  for  the  State. 

It  shall  bear  all  expenses  of  management,  of  mate- 
rial, of  transportation,  and  of  insurance  and  transfers  of 
funds  and  seciurities,  and  shall  share  in  the  expenses  of 
the  treasury  in  the  provinces  to  an  amount  of  230,000 
francs  annually.  This  amount  shall  not  be  increased  at 
the  revision  of  the  convention  provided  by  Article  IX 
of  the  law  of  May  10,  1850,  as  modified  by  Article  IV  of 
the  law  of  March  26,  1900. 

Available  treasury  funds  in  excess  of  current  require- 
ments shall  be  invested  by  the  Bank  in  commercial  paper; 
it  shall  be  responsible  for  the  paper  purchased  or  set 
aside  for  the  account  of  the  treasury. 

Art.  38.  The  Bank  attends  to  the  operation  of  the  gen- 
eral savings  bank  and  pension  fund  founded  vmder  the 
guaranty  of  the  State  by  the  law  of  March  16,  1865. 

The  temporary  investment  of  the  assets  of  that  ftmd, 
as  well  as  the  conversion  of  the  same  into  cash,  is  made 
by  the  Bank,  which,  for  these  operations,  keeps  accounts 
and  records  separate  from  its  own. 

Deposits  for  account  of  this  fund  are  received  and 
reimbursed  at  all  the  agencies  of  the  Bank. 

Art.  39.  The  Bank  may  accept  in  the  character  of 
collateral,   mortgage,   or  transfer  real    estate  or    other 
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chattels  as  security  for  credits  which  are  doubtful  or  in 
suspense. 

Such  real  estate  or  chattels  shall  be  disposed  of  within 
two  years,  imless  the  Minister  of  Finance  grants  a  longer 
term. 

Art.  40.  The  Bank  undertakes  to  furnish  safe-deposit 
vaults  free  of  charge  for  sealed  deposits  made  by  recog- 
nized mutual  benefit  societies,  the  cost  of  transportation 
of  securities  to  Brussels  being  alone  charged  to  the  deposi- 
tors. Ordinary  deposits  made  by  the  same  organizations 
shall  be  kept  by  the  Bank  at  the  usual  scale  of  prices, 
the  expenses  of  the  first  shipment  of  securities  for  accoimt 
of  a  mutual  benefit  society  being  borne  by  the  Bank. 

Chapter  IV. — Balance  sheet  and  distribution  of  profits. 

Art.  41.  On  June  30  and  on  December  31  of  each  year 
the  council  of  administration  shall  draw  a  balance  sheet. 

Within  the  twenty  days  following  each  semiannual 
balance  is  submitted  to  the  council  of  censors,  who  have 
twenty  days  to  examine  it. 

The  approval  of  the  balance  sheet  by  the  council  of 
censors,  by  a  majority  of  at  least  five  votes,  is  equivalent 
to  a  release  of  responsibility  for  the  directors.  In  case 
of  refusal  to  approve,  the  general  assembly  decides. 

Art.  42.  The  expenses  of  management,  corporate  out- 
lays of  all  kinds,  and  sinking-fund  payments  are  all  de- 
ducted from  the  gross  profits  in  order  to  draw  the  balance. 

There  must  also  be  deducted,  if  there  be  occasion,  the 
allowances  to  be  made  to  the  State,  to  wit: 

I.  The  profit  resulting  from  the  difference  between 
interest  at  3^^  per  cent  and  the  rate  of  interest  collected 
through  operations  of  discount  and  loans. 
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2.  One-quarter  of  i  per  cent  each  half  year  on  the  ex- 
cess of  the  average  circulation  of  notes  above  275,000,000 
francs. 

Art.  43.  The  net  profit  shown  in  the  balance  sheet  is 
apportioned  as  follows: 

1.  To  the  shareholders,  a  first  dividend  of  2  per  cent. 

2.  To  the  public  treasury,  one-quartef  of  the  excess. 

3.  To  the  reserve  fund,  10  per  cent  of  the  same  excess. 

4.  To  the  council  of  administration,  4  per  cent,  and  to 
the  censors  i  per  cent  of  the  same  excess. 

5.  To  the  shareholders,  the  remainder  as  a  second 
dividend. 

However,  there  shall  be  levied  on  this  second  dividend 
a  sum  not  exceeding  25  centimes  per  share  in  each  half 
year,  which  shall  be  applied  by  the  council  of  adminis- 
tration to  charitable  purposes. 

Art.  44.  The  profit  accrued  to  the  shareholders  for 
the  first  half  year  is  distributed  in  one  payment  on  the 
ist  of  September  of  the  current  year,  and  the  profit  for 
the  second  half  year  on  the  ist  of  March  of  the  ensuing 
year.  ' 

Art.  45.  Should  the'lialf -yearly  profit  to  be  distributed 
to  the  shareholders  be  less  than  2  per  cent,  the  amount 
shall  be  made  up  by  drawing  on  the  reserve  fund. 

This  deduction  shall  be  restored  to  the  reserve  in  the 
ensuing  half  year  if  it  can  be  done  without  reducing  the 
profits  to  be  distributed  to  an  amount  less  than  2  per  cent. 

Art.  46.  The  balance  sheet  and  profit  and  loss  account 
of  the  half  year  shall  be  published  at  the  end  of  each  period 
in  the  Moniteur  Beige. 

The  balance  sheets  and  the  profit  and  loss  accounts  for 
both  half  years,  as  well  as  the  reports  of  the  administra- 
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tion  and  of  the  censors  on  the  operations  for  the  year,  are 
printed  and  forwarded  to  the  shareholders  at  least  five 
days  before  the  ordinary  meeting  of  the  general  assembly 
in  the  month  of  February. 

Art.  47.  The  management  forwards  every  week  to  the 
Minister  of  Finance  a  statement  showing  the  condition 
of  the  institution  and  of  its  agencies  on  the  preceding 
Thursday. 

These  statements  are  pubUshed  in  the  Moniteiw. 

Chapter  V. — Management. 
Section  i  . — Fundamental  provisions. 

Art.  48.  The  management  of  the  Bank  is  in  the  hands 
of  a  governor  and  six  directors,  forming  together  the  coun- 
cil of  administration. 

The  Bank  is  supervised  by  a  board  of  censors  composed 
of  seven  members. 

There  shall  also  be  a  board  of  discount. 

Art.  49.  The  governor  is  appointed,  and  may  be  dis- 
missed or  suspended  by  the  King. 

The  appointment  is  made  for  five  years;  it  may  be  re- 
newed without  Umit  for  the  same  term. 

Suspension  can  not  exceed  three  months. 

Art.  50.  The  governor  is  required  to  reside  in  Brussels. 
His  salary  is  fixed  by  the  King  and  paid  by  the  Bank, 
which,  moreover,  makes  provision  for  a  residence  and  the 
furnishing  of  the  same. 

Art.  51.  The  governor  shall  not,  during  the  continuance 
of  his  functions,  be  a  member  of  either  branch  of  the  Leg- 
islature, or  receive  a  pension  paid  by  the  State. 


226 


National      Bank      of      Belgium 

A  member  of  either  House,  when  appointed  governor, 
ceases  at  once,  in  case  of  his  acceptance,  to  be  a  member 
of  the  Legislature. 

When  a  governor  is  elected  a  member  of  either  Chamber, 
he  is  not  permitted  to  take  the  oath  as  such  until  he  has 
declared  that  he  chooses  the  latter  office. 

Art.  52.  Directors  are  elected  by  the  general  assembly 
for  six  years.     They  are  always  reeligible. 

They  must  be  Belgians,  native  or  naturalized. 

They  are  bound  to  reside  within  the  Brussels  district. 
Their  salary  is  fixed  at  6,000  francs. 

Art.  53.  One  of  the  directors  retires  from  office  on  Jan- 
uary I  in  each  year. 

A  director  elected  to  take  the  place  of  a  director  who 
is  deceased  or  has  resigned  completes  the  term  of  the  one 
he  replaces. 

Art.  54.  The  King  appoints  the  director  who  is  called 
upon  to  fill  the  place  of  the  governor  in  case  of  absence, 
disability,  or  suspension. 

This  director  takes  the  title  of  vice-governor  and  re- 
ceives an  annual  allowance  of  3,000  francs. 

Art.  55.  The  governor,  or  the  director  who  fills  his 
place,  may  give  power  of  attorney  for  current  business  to 
one  or  more  of  the  directors. 

The  conditions  of  such  delegation  of  authority  are  de- 
termined by  the  regulations  for  internal  government. 

Art.  56.  The  governor  and  the  directors  can  not  be  on 
the  board  of  any  other  bank. 

Art.  57.  The  board  of  censors  elects  from  its  own  num- 
ber its  president  and  secretary. 

Art.  58.  Censors  are  elected  by  the  general  assembly 
for  a  term  of  three  years  and  may  be  reelected. 
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Their  functions  cease  after  the  general  assembly  in 
February. 

They  retire  from  ofl&ce  by  series,  one  of  three  members, 
the  other  two  of  two  members. 

The  second  paragraph  of  article  53  applies  to  the 
censors. 

Art.  59.  Before  entering  office  the  governor  must 
quaUfy  as  owner  of  50  registered  shares,  each  of  the 
directors  as  owner  of  25  shares,  and  each  censor  as  owner 
of  10  shares. 

These  shares,  pledged  as  a  guaranty  for  their  adminis- 
tration, can  not  be  transferred,  and  can  only  be  released 
to  their  owners  after  approval  of  the  balance  sheets  for 
the  year  in  which  their  administration  ceases. 

The  fact  that  these  shares  are  applied  as  surety  bonds 
is  mentioned  on  the  records  and  on  the  certificates. 

Art.  60.  The  governor,  the  directors,  and  the  censors 
do  not  incur  any  personal  liability  by  reason  of  the 
Bank's  engagements;  they  are  responsible  only  for  the 
performance  of  their  duties. 

Art.  61.  If  the  share  in  the  half-yearly  profits,  allowed 
in  pursuance  of  article  43,  exceeds  80,000  francs  for  the 
directors  and  17,500  francs  for  the  censors,  the  general 
assembly  shall  have  the  power  to  decide  that  such  share 
be  reduced  to  said  figures. 

Art.  62.  The  secretary  and  the  treasurer  are  appointed 
by  the  general  council,  which  shall  have  power  to  dismiss 
them. 

The  regulations  for  internal  government  determine  the 
duties  pertaining  to  their  offices. 
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Section  2. — The  governor. 

Art.  63.  The  governor  presides  over  the  council  of 
administration,  the  general  council,  and  the  general 
assembly. 

He  attends  to  the  execution  of  their  decisions. 

He  presents  to  the  general  assembly  the  statements 
prepared  by  the  council  of  administration. 

He  watches  over  the  observance  of  the  fundamental 
laws  of  the  Bank,  the  statutes,  and  the  regulations. 

He  releases  recorded  mortgages,  after  being  authorized 
thereto  by  the  board  of  directors,  without  having  to  justify 
the  payment. 

Actions  at  law  are  brought  by  him  in  the  name  of  the 
management. 

In  conformity  with  the  decisions  of  the  directors,  he 
signs  agreements,  transactions,  and  documents  of  all 
kinds. 

Documents  binding  the  Bank,  other  than  routine 
papers,  should  be  countersigned  by  the  secretary. 

Art.  64.  The  governor  may  suspend  the  carrying  out 
of  decisions  of  the  council  of  administration,  in  order  to 
submit  them  to  the  general  council,  which  for  this  purpose 
shall  be  summoned  immediately. 

He  suspends  and  reports  to  the  Government  every 
decision  which  would  be  contrary  to  the  law,  to  the  stat- 
utes, or  to  the  interests  of  the  State. 

If  the  Government  does  not  take  action  within  fifteen 
days  from  the  time  of  such  report,  the  decision  may  then 
be  carried  out. 
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Section  3. — The  council  of  administration. 

Art.  65. — ^The  council  of  administration  passes  upon 
all  transactions,  excepting  tliose  regulated  by  the  laws, 
the  statutes,  and  the  regulations  for  internal  management. 

It  determines  the  rate  and  conditions  of  discount  and 
the  amount  to  be  applied  to  the  discount  of  treasury- 
bonds,  to  loans  on  state  bonds,  and  to  purchases  thereof, 
all  subject  to  the  approval  of  the  council  of  censors. 

It  appoints  and  dismisses  employees,  determines  their 
salaries,  and,  if  necessary,  the  amount  of  their  surety  bond. 

It  designates  those  who  may  receipt  for  payments  or 
deposits  or  settle  bills  receivable. 

It  may  give  power  of  attorney  for  acts  ©r  documents  to 
be  signed  outside  of  Brussels. 

It  proposes  names  for  the  appointment  of  agents  of  the 
cashier  for  the  State,  and  determines  their  salaries  and 
the  amount  of  their  surety  bond. 

It  has  the  right  to  compromise  and  arbitrate,  after  con- 
sultation with  the  council  of  censors. 

It  makes  reports  to  the  general  assembly  on  the  trans- 
actions of  the  Bank. 

Art.  66.  The  board  can  not  dehberate  unless  a  majority 
of  its  members  is  present. 

Resolutions  are  passed  by  a  majority  of  votes.  In  case 
of  even  division,  the  vote  of  the  president  prevails. 

Art.  67.  Minutes  are  kept  of  the  dehberations.  Men- 
tion is  made  therein  of  the  nature  of  transactions,  of  their 
object,  and  summarily  of  the  reasons  for  the  decisions 
reached. 

The  minutes  are  signed  by  all  the  members  present  and 
by  the  secretary. 
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SECTION  4. — The  council  of  censors. 

Art.  68.  The  censors  have  the  right  to  supervise  all 
operations  and  to  have  all  records  exhibited  to  them. 

They  examine  and,  if  there  is  occasion,  approve  the 
balance  sheets  and  vote  on  the  amount  of  expenditures  on 
the  proposals  made  by  the  council  of  administration. 

The  following  matters  are  submitted  to  the  board  of 
censors: 

Decisions  of  the  council  of  administration  changing  the 
rate  and  conditions  of  discount;  the  amount  of  treasury 
bonds  to  be  admitted  for  discount;  and  the  terms  for  loans 
on  state  bonds  and  other  securities  guaranteed  by  the 
State,  as  well  as  decisions  determining  exchange  charges 
and  the  investments  to  be  made  in  public  funds. 

Nevertheless,  in  case  of  necessity,  the  council  of  admin- 
istration may  change  the  rate  of  discount,  its  decisions  to 
be  submitted  within  five  days  to  the  censors  for  their 
approval. 

Art.  69.  The  council  of  censors  meets  at  least  once  a 
month. 

It  can  not  deliberate  unless  at  least  four  of  its  members 
are  present. 

Resolutions  are  carried  by  a  majority  of  votes.  If 
evenly  divided,  the  matter  in  question  is  referred  to  the 
general  council  for  decision. 

If  a  quorum  of  the  censors  is  not  present,  the  general 
council  may  take  action  in  case  of  emergency. 

Art.  70.  One-half  of  the  share  in  the  profits  assigned  to 
the  censors,  in  pursuance  of  paragraph  4  of  article  43,  is 
distributed  in  fees  for  attendance. 
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Section  5. — The  general  council. 

Art.  71.  The  governor,  the  directors,  and  the  censors 
form  the  general  council. 

Art.  72.  The  general  council  meets  at  least  once  a 
month  for  the  purpose  of  considering  the  condition  of  the 
Bank. 

It  passes  upon  all  matters  submitted  to  it  in  accordance 
with  either  the  statutes  or  the  regulations  for  internal 
management. 

It  determines  definitively  concerning  the  distribution  of 
profits.  ' 

It  determines  the  conditions  on  which  deposits  are  re- 
ceived; but  these  conditions  are  submitted  to  the  Minister 
of  Finance  for  approval. 

On  proposals  made  by  the  council  of  administration,  it 
decides  upon  the  regulations  for  internal  management,  as 
well  as  upon  the  general  regulations  concerning  the  organ- 
ization of  branches,  discount  ofiices,  and  agencies.  All 
these  regulations  are  submitted  to  the  Minister  of  Finance 
for  approval. 

It  considers  proposals  for  opening  branches,  discount 
ofiices,  and  agencies  in  the  country,  on  their  form  of  organ- 
ization, and  on  all  matters  relating  to  the  issue  of  bank 
notes. 

It  fixes  salaries  and,  if  necessary,  the  amount  of  surety 
bonds  of  the  secretary  and  of  the  treasurer. 

Art.  73.  Except  in  the  case  provided  for  in  the  last 
paragraph  of  article  69,  no  deliberation  can  take  place  in 
the  general  council  unless  a  majority  of  the  members  of 
the  council  of  administration  and  of  the  council  of  censors 
are  present. 
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Decisions  are  carried  by  a  majority  of  the  votes  cast. 
In  case  of  even  division,  the  president  has  the  deciding 
vote. 

Section  6. — Discount  committee. 

Art.  74.  The  discount  committee  at  the  head  office  of 
the  Bank  is  composed  of  two  sections  of  at  least  three 
members  each,  appointed  by  the  general  coimcil,  which 
determines  upon  their  fees  for  attendance. 

They  may  be  chosen  among  the  censors. 

One-half  the  committee  is  renewed  every  year,  but  the 
members  whose  terms  have  expired  are  reeligible. 

Art.  75.  The  days  and  hours  of  meeting  of  each  section 
are  fixed  by  a  special  regulation. 

Each  section  is  presided  over  by  a  director.  It  exam- 
ines the  paper  submitted  and  presents  to  the  directors 
the  bills  which  fulfill  the  required  conditions. 

Chapter  VI. — Government  commissioner. 

Art.  76.  The  commissioner  of  the  Government  watches 
over  the  operations  of  the  Bank  and  especially  discounts, 
the  issue  of  notes,  and  the  investment  of  the  available 
funds  of  the  treasury. 

His  salary,  fixed  by  the  King,  by  agreement  with  the 
directors  of  the  Bank,  is  paid  by  the  latter. 

Art.  77.  The  commissioner  of  the  Government  has  the 
right  at  all  times  to  examine  into  the  condition  of  affairs, 
and  to  verify  the  books  and  the  cash. 

The  directors  are  botmd  to  furnish  him,  whenever 
required  by  him,  a  report  on  the  Bank's  condition,  cer- 
tified to  be  correct. 
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Art.  78.  The  commissioner,  whenever  he  deems  it 
proper,  may  be  present  at  the  meetings  of  the  general 
assembly,  of  the  councils,  and  of  the  committees. 

He  has  the  right  of  discussion,  without  the  right  of 

voting. 

Chapter  VII. — General  assemblies. 

Art.  79.  The  general  assembly  represents  the  aggre- 
gate of  the  shareholders. 

Its  decisions,  when  regularly  reached,  are  obUgatory 
even  upon  the  absent  or  dissenting  members. 

Art.  80.  The  general  assembly  is  composed  of  share- 
holders, owners  of  ten  registered  shares,  which  have  stood 
in  their  name  for  at  least  twenty  days,  or  of  ten  shares  to 
bearer  deposited  either  in  the  head  office  or  in  the  agen- 
cies designated  by  the  board  of  directors. 

A  shareholder  can  not  appoint  anyone  to  represent 
him,  except  a  party  who  is  himself  entitled  to  vote. 

Societies,  companies,  and  corporations  may,  however, 
be  represented  by  a  member  chosen  for  that  ptu-pose; 
and  minors  or  persons  under  guardianship  are  legally 
represented  by  their  guardians  or  trustees. 

Powers  of  attorney  and  other  documents  proving  the 

.right  to  be  present  at  the  general  assembly,  in  accordance 

with  the  two  preceding  paragraphs,  must  be  remitted  to 

the  Bank  at  least  three  days  before  the  meeting.     They 

must  be  signed  by  the  parties  presenting  them. 

Art.  81.  Before  the  meeting  opens,  the  shareholders 
sign  their  names  to  the  presence  list. 

Art.  82.  Ten  shares  give  the  right  to  one  vote. 

No  one  can  have  more  than  five  votes  as  shareholder 
and  five  votes  as  attorney  for  others,  whatever  may  be 
the  number  of  his  principals. 
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Art.  83.  The  ordinary  meetings  of  the  general  assem- 
bly take  place  on  the  last  Monday  of  February  and  the 
last  Monday  in  August. 

It  passes,  if  necessary,  upon  the  balance  sheet  of  the 
preceding  half  year,  in  the  case  provided  for  by  article  41 
of  the  present  statutes. 

At  the  February  meeting  the  administration  reports  on 
the  operations  for  the  year  ending  December  31  preceding. 

At  the  August  meeting  it  elects  the  director  and  the 
censors  to  take  the  place  of  those  whose  terms  expife  at 
the  end  of  the  year. 

At  either  of  these  meetings  it  may  fill  vacancies  caused 
by  death,  resignation,  or  otherwise. 

Art.  84.  The  general  assembly  may  be  convoked  for  an 
extraordinary  meeting  whenever  the  council  of  adminis- 
tration considers  it  expedient. 

It  must  be  called —    " 

1 .  When  the  meeting  is  required  either  by  the  board  of 
censors,  or  by  not  less  than  20  shareholders  having  the 
right  to  vote. 

2.  When  the  number  of  directors  or  the  number  of  cen- 
sors is  reduced  to  four. 

Art.  85.  The  meetings,  either  ordinary  or  extraordi- 
nary, are  called  at  least  fifteen  days  in  advance,  by  regis- 
tered letters  sent  to  the  registered  shareholders  having  the 
right  to  vote  and,  further,  by  publication  in  the  Moniteur 
and  in  two  of  the  principal  daily  papers  of  Brussels,  one 
month  before  the  day  of  the  meeting. 

If  the  general  council  decides  that  there  is  urgency,  this 
latter  delay  may  be  reduced  to  fifteen  days. 

In  any  case  these  notices  must  mention  the  time  when 
shares  to  bearer  can  be  deposited. 
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Art.  86.  All  notices  of  meetings  must  state  the  subjects 
on  which  the  assembly  shall  or  may  be  called  to  deliberate. 

Art.  87.  The  two  largest  shareholders  present,  who  are 
not  members  of  the  administration  and  are  willing  to  act, 
shall  be  tellers  of  election. 

They  sign  the  minutes  with  the  president  and  the  mem- 
bers of  the  council  of  administration. 

Art.  88.  The  general  assembly  deliberates — 

1.  On  the  matters  mentioned  in  the  notices,  and  which 
are  placed  before  them  either  by  the  council  of  administra- 
tion or  the  council  of  censors. 

2.  On  propositions,  signed  by  five  members,  which  shall 
have  been  transmitted  to  the  council  of  administration  at 
least  ten  days  before  the  meeting,  to  be  placed  on  the  order 
of  the  day. 

If  the  assembly  recognizes  the  importance  of  other 
propositions  made  by  the  council  of  administration,  they 
may  be  taken  under  consideration. 

Art.  89.  Each  resolution  must  be  decided  by  a  ma- 
jority vote.  In  case  of  even  division,  the  proposition  is 
rejected. 

Art.  90.  Elections  or  revocations  are  made  by  secret 
ballot.  On  all  other  propositions  and  subjects  the  voting 
is  done  by  yeas  and  nays. 

Art.  91.  If,  on  a  first  ballot,  the  candidates  have  not 
all  obtained  an  absolute  majority,  a  list  is  made  of  those 
who  have  obtained  the  most  votes. 

Such  list  shall  contain  twice  as  many  names  as  there 
remain  members  to  be  elected. 

Votes  can  then  be  given  only  to  one  of  these  candidates. 

In  all  cases  where  there  is  a  tie  the  older  man  is  elected. 
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Art.  92.  The  dismissal  of  directors  or  censors  can  be 
effected  only  by  three-quarters  of  the  votes  of  shareholders 
present,  owning  at  least  one-half  of  the  stock. 

Chapter  VIII. — General  and  temporary  provisions. 

Art.  93.  No  change  in  the  statutes  can  be  made  except 
in  a  general  assembly  specially  convened  for  that  purpose. 

The  object  of  the  proposed  modifications  must  be 
stated  in  the  letters  and  notices  of  meeting.  \ 

The  assembly  can  not  legally  act  if  the  number  of 
shares  represented  is  not  at  least  20,000. 

The  owners  of  less  than  10  shares  may,  in  such  cases, 
combine  them,  in  order  to  be  represented  by  shareholders 
having  the  right  to  vote. 

Resolutions,  in  order  to  be  carried,  must  be  supported 
by  at  least  two-thirds  of  the  votes. 

They  shall  not  be  operative  unless  approved  by  the 
Government. 

Art.  94.  Independently  of  the  rights  granted  to  the 
Government  in  the  present  statutes,  it  may  resist  any 
measure  which  it  considers  either  contrary  to  the  laws,  to 
the  statutes,  or  to  the  interests  of  the  State. 

Art.  95.  The  present  governor,  the  directors,  and  the 
censors  continue  to  hold  their  ofl&ces. 

These  statutes  in  no  way  interfere  with  the  limit  of  the 
governor's  tenure  of  office,  nor  with  existing  arrangements 
for  the  tenure  of  directors  and  censors. 

Art.  96.  The  balance  sheet,  as  well  as  the  profit  and 
loss  account  for  the  first  half  year  1900,  shall  be  prepared 
in  accordance  with  the  present  statutes. 

These  statutes,  as  regards  other  provisions,  shall  take 
ejBfect  June  i,  1900. 
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AdditionaIv  Article. 

The  difference  for  the  year  1899  between  the  sum  due 
the  State,  according  to  the  law  of  March  26,  1900,  and 
that  to  which  it  was  entitled,  according  to  previous  agree- 
ments, shall  be  paid  out  of  the  reserve  fund. 

The  sum  thus  withdrawn  from  the  reserve  shall  be 
restored  to  it  by  means  of  levies  on  subsequent  years. 

The  general  council  shall  determine  the  time  and  the 
amount  of  each  restitutions. 
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PREFACE. 

The  following  memoir  is  the  result  of  many  years' 
examination  of  the  problems  of  the  Swiss  note-bank 
system.  In  particular,  the  writer's  articles  in  the  Zeit- 
schrift  fiir  Volkswirthschaft,  Sozialpolitik  und  Verwal- 
tung,  1903,  No.  i,  the  Revue  d'^conomie  Politique, 
1903,  No.  12,  and  1904,  No.  i,  and  in  many  issues  of  the 
Neue  Ziircher  Zeitung,  1900,  1901,  and  1903,  have  been 
utilized  in  the  preparation  of  this  monograph.  The 
passing  of  the  federal  law  of  October  6,  1905,  concerning 
the  Swiss  National  Bank  gave  the  author  the  incitement 
to  subject  these  works  to  a  thorough  recasting,  to  arrange 
them  in  a  systematic  order  of  sequence,  and  to  complete 
them  by  adding  an  account  of  the  parliamentary  history 
and  of  the  contents  of  the  law  of  October  6,  1905. 

The  solution  of  the  Swiss  bank-note  problem  not  only 
satisfies  definite  requirements  of  Swiss  commercial  life,  but 
is  also  of  theoretical  interest. 

The  principle,  which  was  recognized  in  theory  long  ago, 
that  the  system  of  free  banking,  while  suited  to  the  early 
stages,  does  not  meet  the  requirements  of  the  advanced  and 
matured  state  of  the  bank-note  system,  worked  its  way  to 
the  front  all  along  the  line  in  the  course  of  the  second  half 
of  the  nineteenth  century,  in  actual  legislation ;  nor  is  there 
the  slightest  indication  of  a  reaction  from  this  view.  On 
the  continent  of  Europe,  Switzerland  has  been  the  country 
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which,  in  its  banking  organization,  has  longest  retained 
the  system  of  plurahty  of  banks  as  well  as,  with  certain 
modifications,  the  system  of  freedom  of  issue,  and  the 
causes  and  results  of  this  bank  policy  appear  to  me  to  be 
of  the  highest  importance. 

The  recognition  of  the  superiority  of  the  central  bank 
system  does  not  in  any  way  involve  an  answer  to  the 
question  whether  the  bank-note  monopoly  should  be 
exercised  by  the  State  itself,  or  whether  it  should  be 
transferred  to  a  private  bank.  The  great  examples  given 
us  by  foreign  covmtries  pointed  to  a  central  bank  of  issue 
working  with  private  capital;  but  a  state  bank  appeared 
to  be  more  suited  to  the  spirit  of  modern  Swiss  economic 
policy;  and  the  demand  that  an  economic  function  which 
had  been  raised  to  a  public  monopoly  should  no  longer  be 
allowed  to  remain  in  the  hands  of  private  capitalists  found 
as  many  supporters  on  the  one  side  as  it  had  antagonists 
on  the  other.  The  many  years'  struggle  between  these  two 
tendencies  reflects  in  an  interesting  manner  a  phase  of  the 
social  history  of  our  time. 

A  third  element  which  enhances  the  interest  of  the 
Swiss  bank-note  question  is  its  significance  from  the 
standpoint  of  currency  policy. 

It  is  generally  known  that  Switzerland  has  recognized 
for  a  long  time  and  in  a  steadily  increasing  measure  the 
disadvantage  of  its  membership  in  the  Latin  coinage  union. 
If  she  has  thus  far  not  availed  herself  of  her  right  to  give 
notice  of  termination,  the  explanation  is  no  doubt  to  be 
found  in  part  in  the  fact  that  the  favorable  terms  of  the 
liquidation  clause  of  the  Latin  union  permit  her,  without 
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jeopardizing  her  own  position,  to  postpone  her  separation 
from  the  union  until  the  moment  when  she  is  fully  pre- 
pared to  carry  through  a  currency  reform;  but  her  back- 
wardness is  more  particularly  due  to  considerations 
relating  to  banking  policy.  As  often  as  the  question  of  a 
currency  reform  was  discussed  in  the  federal  councils  it 
was  acknowledged  on  all  sides  that  the  departure  of 
Switzerland  from  the  Latin  union  and  her  adoption  of  a 
gold  standard  was  beyond  doubt  and  was  merely  a 
question  of  time,  but  that  the  necessary  preparations 
could  not  be  commenced  until  the  decentralized  bank- 
note system  had  been  got  rid  of,  and  in  its  place  had  been 
established  a  strong  central  bank  which  also  offered,  by 
its  discount  and  exchange  policies,  sufficient  guaranties 
that  the  reform  would  be  successfully  carried  through. 
The  prevailing  view  among  Swiss  political  economists  is 
that  if  Switzerland  should  adhere  to  her  past  currency 
policy,  even  after  the  establishment  of  a  central  bank  of 
issue,  and  should  not  break  off  with  her  coinage  allies  on 
her  own  initiative,  even  then  only  the  solution  of  the  bank 
question  will  make  it  possible  for  her  to  await  with  serenity 
the  future  development  of  the  fate  of  the  Latin  union. 

With  the  law  of  October  6,  1905,  there  appears  to  termi- 
nate the  series  of  attempts  which  had  been  made  by  the 
friends  as  well  as  the  opponents  of  a  real  state  bank,  and 
which  vainly  sought  to  secure  the  approval  of  the  sovereign 
people  and  the  federal  councils.  As  the  result  of  a  com- 
promise this  law  meets  the  desire  of  business  circles 
to  participate  in  the  administration  of  such  an  institution 
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and  does  justice  to  the  financial  interests  of  the  Cantons, 
as  well  as  to  the  endeavor  to  devote  to  the  welfare  of  the 
people  the  profits  of  an  enterprise  enjojdng  a  state 
monopoly.  There  is  no  doubt  that  this  latter  object  will 
be  better  accomplished  by  this  law  of  October  6,  1905, 
than  it  would  be  through  a  continuation  of  the  present 
arrangement,  which  is  in  violation  of  the  country's  con- 
stitution, or  through  a  revision  of  the  constitution  based 
on  an  amendment  of  the  Bank  Act  of  1881. 

It  now  remains  with  the  organizing  power  of  Switzer- 
land to  give  such  a  basis  to  the  organization  of  the  credit 
system  as  is  in  conformity  with  the  people's  will.  On 
this,  too,  will  depend  the  possibility  of  meeting  the  wishes 
of  those  friends  of  a  central  bank  who  opposed  the  estab- 
lishment of  a  national  bank,  but  who  have,  nevertheless, 
striven  in  their  own  way  to  serve  the  coimtry's  welfare. 

The  Author. 
Basle,  October,  1905 


THE  SWISS  BANKING  LAW. 

Chapter  I. 

THE  SWISS  BANKS  OF  ISSUB  TO  THE  PASSING  OF 
THE  BANK  ACT  OF  MARCH  8,  1881. 

The  first  epoch  in  the  history  of  the  Swiss  bank-note 
system,  which  starts  with  the  beginning  of  its  development 
and  ends  with  the  adoption  of  the  bank  act  of  1881,  is 
characterized  by  an  absolute  lack  of  miity  in  its  legal 
regulation,  as  well  as  by  the  absence  of  any  approach  to 
efficient  control.  Like  the  history  of  so  many  other 
departments  of  economic  activity,  the  history  of  the  Swiss 
banks  of  issue  teaches  us  that  management  by  cantonal 
law — ^mth  all  due  deference  to  its  importance  even  in  our 
time — is  an  impossibility  in  any  case  in  which  tmiformity 
is  an  essential  requirement  of  economic  intercourse. 

The  first  bank  authorized  to  isssue  notes  was  the 
Cantonal  Bank  of  Berne,  established  in  1834;  after  that 
followed  in  quick  succession  the  Bank  of  Zurich  (1836), 
the  Bank  of  St.  Gall  (1837),  the  Bank  of  Basle  (1844),  and 
in  French  Switzerland  the  Banque  du  Commerce  (1845), 
and  the  Bank  of  Geneva  (1848).  Legislation  respecting 
the  bank-note  system  was  left  to  the  Cantons.  In  general 
these  confined  themselves  to  requiring  a  submission  of  the 
bank's  rules  and  regulations,  and  only  in  a  few  Cantons  was 
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a  bank  council  appointed  to  superintend  the  note-issuing 
banks.  In  no  Canton  was  any  special  law  passed  with 
reference  to  the  note-issuing  bank  domiciled  within  its 
jurisdiction ;  most  of  them  satisfied  themselves  with  laying 
down  certain  legal  requirements;  and  the  approval  of  the 
bank's  rules — a  proceeding  necessary  on  the  formation  of 
any  joint-stock  company — served  eo  ipso  as  a  grant  of  the 
power  to  issue  notes. 


Cantons. 

Extent  of  issue  of  notes. 

Cover  for  issue. 

Zurich 

One-third     of     the     issue     must 

always  be  cash  in  hand. 

must  be  covered  by  specie. 

Fribourg 

The  cantonal  bank  may  issue  notes 
up  to  the  total  of  its  capital,  pri- 
vate banks  up   to  one-third   of 
their  paid-up  capital,   and  "La 
Caisse    d'Amortissement    de    la 
Dette    Publique"     up    to    two- 
thirds    of    its   authorized    {dota- 
tion) capital. 

Basle-Country 

The  amount  of  the  circulating  notes 

One-third  of  the  circulation  shall 

and  sight  drafts  shall  not  exceed 

be  covered  by  specie  and  two- 

lo  per  cent  of  the  bank's  capital. 

thirds  by  bills. 

SchafEhouse  _  _ 

As  the  grand  council  may  determine. 

The  cantonal  bank  is  obliged  to 
always  keep  500,000  francs  in 

gold  in  its  safes. 

Argovie 

Up  to  one-half  of  the  bank's  capital. 

Thurgovie 

Unhmited  for  the    cantonal    bank 

One-foiulh    of    the    issue    must 

and  750,000  francs  for  the  mort- 

always be  cash  in  hand. 

gage  bank. 

Tessin 

The  total  of  the  issue  of  notes  and 
liabilities  at  short  sight  shall  not 
exceed  treble  the  amount  of  the 
bank's  capital. 

Vaud 

A  maximum  of   12,000,000  francs 

One-third    of    the    issue    of    the 

for  the  cantonal  bank. 

cantonal  bank  and  one-half  of 
the  issue  of  private  banks  in 
specie. 

Neuchatel 

Double  the  amount  of  the  bank's 
capital. 

. 
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In  Zurich,  Berne,  Lucerne,  St.  Gall,  Orisons,  and  Thur- 
govie  the  Canton  was  conjointly  responsible  for  any 
liabilities  of  its  cantonal  bank;  in  Solothum,  where  the 
bank  had  a  mixed  character,  the  Canton  was  held  respon- 
sible up  to  half  the  amount  of  the  notes  in  circulation.  In 
most  Cantons  a  special  bank-note  tax  was  imposed,  which 
varied  from  one -half  of  i  per  cent  to  i  per  cent  per 
annum  on  the  issue  of  private  banks,  but  the  cantonal 
state  banks  were  mostly  exempt  from  this  tax.  Only 
Neuchitel  did  not  impose  a  direct  tax  on  bank-note  circu- 
lation, but  the  bank  was  obliged  to  hand  over  to  the  can- 
tonal treasury  lo  per  cent  of  its  net  profit.  The  amount 
of  the  issue  of  bank  notes,  and  the  manner  in  which  it  was 
covered,  was  variously  regulated  in  the  several  Cantons. 

On  account  of  this  bank  organization  being  devoid  of 
control  and  uniformity,  it  was  very  difficult  to  popularize 
these  bank  notes,  the  security  of  which  was  doubted,  not 
without  some  reason.  Outside  their  home  Canton  they 
could  either  not  be  given  in  payment  at  all  or  only  at  a 
certain  discount.  The  extent  of  the  circulation  of  these 
notes  was  thus  only  moderate.  With  the  Bank  of  St. 
Gall  it  reached  in  the  first  years  of  its  existence  180,000 
to  350,000  florins  in  round  figures;  with  the  Bank  of  Zu- 
rich, 300,000  to  500,000  florins.  The  number  of  banks 
issuing  notes  increased,  however,  much  more  rapidly  than 
the  extent  of  the  circulation  of  the  notes. 


Number 

of 
banks. 


Notes  in 
circulation. 


Per  capita 
of  notes  in 
circulation. 


1848 

l86o._ --- --- 

1862 

1870..- -- 

II 


Francs. 
7, 000. 000 
10, 000, 000 
13, 000, 000 
iS, 000,000 


Francs. 
3- 48 
3.98 
4.91 
6.76 
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Among  the  institutions  that  began  to  make  use  of  the 
right  to  issue  notes  there  were  concerns  the  nature  of 
whose  entire  business  was  incompatible  with  the  carrying 
on  of  a  note-issue  business  upon  correct  banking  prin- 
ciples. It  will  suffice  to  draw  attention  to  institutions 
so  little  fitted  to  exercise  the  note-issuing  power  as  the 
Savings  and  Loan  Bank  of  Nidwalden  in  Stans  and,  last, 
but  not  least,  the  Caisse  d'amortissement  de  la  Dette 
PubUque  du  Canton  de  Fribourg.  The  freedom  of  the 
banks  was  so  complete  that  even  a  private  banker  (the 
firm  of  Marcuard  &  Co.,  of  Berne)  issued  notes  for  a  time 
without  hindrance,  and  only  gave  up  this  line  of  business 
because  it  did  not  yield  enough  profit. 

The  security  for  the  notes  issued  by  these  institutions 
included  hardly  more  than  a  nominal  specie  reserve,  and 
consisted  only  in  an  extremely  small  measure  of  dis- 
counted bills  and  safe  loans  on  collateral.  It  consisted  in 
by  far  the  greatest  part  of  mortgage  claims,  of  state  bonds, 
among  which  the  Spanish  bonds,  carrying  a  high  interest, 
were  especially  favored,  and  also  of  industrial  shares  and 
bonds  difficult  to  negotiate  and  confined  to  a  very  limited 
market.  Some  institutions,  carrying  on  a  pawnbroking 
business,  held  the  pawned  articles  as  part  of  the  security 
for  their  notes. 

The  first  step  toward  introducing  a  healthier  system 
into  these  affairs  was  taken  by  the  adoption  of  the  concor- 
dat, a  result  of  the  endeavors  of  Bank  Manager  Speiser,  of 
Basle.  Under  this  agreement,  made  in  1862,  the  solvent 
banks  pledged  themselves  to  accept  one  another's  notes  lin 
payment,  and  started  a  kind  of  clearing  and  circulating 
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system  among  themselves.  In  arranging  this  concordat 
the  primary  object  was  to  put  an  end  to  a  state  of  things 
in  which  the  notes  of  any  bank  were  accepted  only  at  a 
discount  outside  its  own  Canton.  The  realization  of  this 
object  was,  however,  made  as  difficult  as  possible  to  the 
concordat,  owing  to  the  antagonistic  stand  that  was  taken 
against  the  concordat  banks  by  smaller  concerns  in  the 
central  and  eastern  parts  of  Switzerland,  which  were  not 
admitted  to  the  concordat.  Nevertheless,  the  conclusion 
of  this  first  concordat  had  an  important  effect,  even  beyond 
its  immediate  sphere  of  action;  it  gave  rise  to  the  advocacy 
of  an  idea  which  has  ever  since  found  strong  supporters  in 
Swiss  banking  discussion,  that  of  adapting  the  Scotch  sys- 
tem to  the  needs  of  Switzerland.  The  aim  that  inspired 
this  first  concordat  is  the  same  which  all  Swiss  banks  of 
issue  have  since  endeavored  to  promote,  namely,  that  of 
creating  in  the  Swiss  banking  organization,  side  by  side,  a 
number  of  participating,  independent,  and  yet  closely 
united  institutions,  just  as  Switzerland  is  politically  com- 
posed of  a  number  of  small  and  partially  sovereign  units. 
Pictet  was  the  first  to  give  expression  to  this  thought  in  a 
formulated  proposal  to  organize  the  existing  note-issuing 
banks  in  a  "bank  union"  which  should  be  conjointly  re- 
sponsible toward  third  parties,  yet  which  should  remain 
independent  as  regards  their  rules  of  government  and  the 
carrying  on  of  their  business. 

Pictet,  of  Geneva,  found  an  opponent  in  the  person  of 
Burckhardt-Bischoff,  of  Basle,  who  favored  the  idea  of 
centralization  of  the  bank-note  system  as  early  as  about 
1865.     The  proposals  of  Burckhardt-Bischoff  were  chiefly 


13 


National    Monetary     Commission 

in  the  direction  of  withdrawing  from  the  Cantons  the 
authority  to  grant  concessions  for  the  issue  of  notes  and 
conferring  this  authority  on  the  federation,  which  in  turn 
would  grant  this  right  as  a  monopoly  to  a  privatfe  joint- 
stock  company  to  be  formed  and  whose  by-laws  would  be 
subject  to  the  approval  of  the  federal  authorities.  These 
suggestions  were  not  much  considered  at  first,  but  the 
events  of  the  war  of  1870  gave  the  impulse  toward  the 
attempt  to  subject  the  Swiss  bank-note  system  to  federal 
regulation.  The  entire  lack  of  elasticity  in  the  Swiss 
bank-note  circulation,  coupled  with  the  fact  that  the 
policy  pursued  by  the  banks  was  radically  wrong,  led 
to  a  money  stringency  never  before  experienced  in  the 
country.  The  banks  cashed  even  the  smallest  amount 
of  their  notes  only  reluctantly  and  under  difficulties  and 
raised  the  discount  rate  to  8  per  cent,  and  even  then  put 
obstacles  in  the  way  of  every  discount  transaction.  In 
spite  of  this,  they  were  themselves  in  a  difficult  situation, 
as  the  financial  reservoirs  of  the  Swiss  banks  j  such  as  the 
nearer  branches  of  the  Bank  of  France  and  the  large  Paris 
financial  institutions,  which  had  until  then  willingly  re- 
discounted  the  portfolio  of  the  Swiss  banks  and  had  sent 
the  equivalent  in  gold  and  silver  coin  to  Switzerland, 
suddenly  ceased  to  entertain  transactions  of  this  nattire 
and  left  the  Swiss  money  market  to  its  fate.  This  was 
caused  by  the  large  demand  made  upon  the  money  mar- 
ket by  the  French  Government  and  also  by  the  fear  of 
mob  violence  in  Paris. 

The  banks,  which  were,  first  and  foremost,  concerned 
for  their  own  safety,  tried  in  every  conceivable  manner 
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to  fortify  their  position;  they  endeavored  to  reduce  all 
possible  engagements,  and  accordingly  withdrew  from 
the  market  what  little  there  remained  of  liquid  assets; 
on  the  other  hand,  they  refused  from  the  very  first  day 
of  the  crisis  to  give  credit  even  against  the  best  of  securi- 
ties. The  scarcity  of  money  reached  at  times  such  a  point 
that  no  money  was  to  be  had  to  pay  out  wages,  and  in 
some  of  the  cantons  the  issue  of  private  substitutes  for 
money  and  of  official  letters  of  respite  was  resorted  to, 
and  only  the  establishment  of  a  scale  of  values  for  English 
gold  coins  by  the  Bundesrat  put  a  stop  to  a  further  exten- 
sion of  the  crisis. 

In  a  number  of  reports  and  expert  opinions  submitted 
to  the  Bundesrat  the  conviction  was  expressed  that  steps 
must  be  taken  to  prevent  a  repetition  of  events  of  this 
nature  in  the  future,  and  even  those  persons  who,  as  a 
rule,  were  most  strongly  opposed  to  the  interference  of 
national  legislation  in  the  domain  of  economic  activity 
agreed  that  it  would  be  only  possible  to  attain  this  end 
by  means  of  a  uniform  organization  of  the  bank-note  sys- 
tem all  over  the  Swiss  Confederation.  Two  different 
points  of  view  were  brought  to  light  in  these  reports  and 
suggestions.  Some  considered  that  the  chief  task  of  legis-  ■ 
lation  was  to  guarantee  the  redemption  of  the  bank  notes 
at  all  times  and  expected  by  improving  the  quality  of  a 
bank  note  to  give  it  a  better  credit  in  the  market;  whereby 
also  it  would  be  made  possible,  in  times  of  crisis  and  in 
cases  in  which  a  suddenly  increased  demand  for  currency 
makes  itself  manifest,  to  meet  the  requirements  by  simply 
increasing  the  amount  of  the  bank-note  circulation,  and 
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this  without  recourse  to  legal-tender  legislation  or  the 
issue  of  state  paper  currency.  As  a  means  to  this  end  ; 
a  merely  legislative  regulation  of  the  conditions  of  the 
issue  of  bank  notes  and  of  the  duties  of  the  issuing  banks 
appeared  to  be  suflScient.  The  second  view  expressed 
was  that  a  mere  legislative  reform  with  the  existing  mul- 
tiphcity  of  banks  retained  could  not  possibly  lead  to  the 
desired  result,  and  accordingly  the  establishment  of  a 
central  bank  having  a  monopoly  of  the  power  to  issue 
notes  was  advocated.  This  view  Was  represented  in  two 
expert  reports,  that  of  Professor  Ruettimann  and 
Nationalrat "  Feer-Herzog  and  that  of  Nationalrat  Doctor 
Kaiser.  The  first  expert  opinion  was  as  follows:  "The 
first  form  which  appears  worthy  of  examination  is  the 
establishment  of  a  central  bank  of  issue.  This  term  does 
not  necessarily  signify  a  federal  bank.  One  can  find  a 
large  number  of  variants  between  the  position  of  a  state 
bank  and  that  of  an  independent  bank."  The  expert 
opinion  of  Nationalrat  Doctor  Kaiser  advocates  a  state 
bank  somewhat  more  openly,  but  without  rejecting  a  priori 
the  idea  of  a  private  bank  with  state  participation  and 
without  demanding  a  bank-note  monopoly  for  the  central 
bank  to  be  created. 

In  the  Federal  Cotmcils  the  revision  of  the  constitution 
was  just  at  this  time  in  the  foreground,  and  it  was  pro- 
posed to  make  use  of  this  to  transfer  to  the  Confederation 
the  power  of  bank-note  legislation.     As  early  as  December 

« Nationalrat  is  both  the  name  of  a  legislative  body  (National  Council) 
and  the  designation  of  any  member  of  that  body.  The  like  is  true  of 
Bundesrat  and  Standerat. — ^Translator. 


i6 


The      Swiss      Banking'     Law 

6,  1870,  the  Bundesrat  laid  a  motion  of  this  nature  before 
the  Bundesversammlung,  while  at  the  same  time  in  the 
Nationalrat  the  motion  was  put  that  the  competence  of 
the  Confederation  was  to  be  enlarged,  and  that  the 
authority  for  the  establishment  of  a  federal  bank  should 
be  granted.  The  majority  of  the  Btmdesversammlung 
were,  however,  of  opinion  that  this  question  was  not  yet 
ripe  for  decision  and  contented  themselves  with  including 
in  the  new  federal  constitution  an  article  in  the  direction 
of  the  Bundesrat's  proposal,  in  virtue  of  which  power  was 
given  to  the  Confederation  to  proclaim  general  rules  for  the 
issue  and  the  redemption  of  bank  notes.  This  article  has 
never  attained  any  practical  importance,  as  the  whole 
of  the  constitutional  legislation  was  defeated  by  the  refer- 
endum of  May  12, 1872.  In  the  year  1873,  on  the  occasion 
of  the  new  revision  of  the  constitution,  Nationalrat  Doctor 
Kaiser  moved  that  the  following  be  included  in  the  text  of 
article  39:  "Legislation  concerning  the  establishment  of 
banks  of  issue,  as  well  as  the  issue  and  redemption  of  bank 
notes  on  the  part  of  banks  already  existing,  is  a  matter 
for  the  Confederation.  The  Confederation  is  authorized 
to  establish  a  bank  which  shall  have  the  right  to  issue 
notes,  without,  however,  setting  up  a  monopoly."  This 
proposal  was  now  accepted  by  the  Bundesversammlung 
inasmuch  as  it  granted  the  Confederation  the  power  of 
legislation  as  to  banks  of  issue  and  enimciated  the  principle 
of  the  inadmissibility  of  a  bank-note  monopoly;  whereas 
the  authority  to  create  a  bank  of  its  own  was  not  granted 
to  the  Confederation.  Article  39,  thus  modified,  was 
incorporated  in  the  federal  constitution  of  May  29,  1874, 
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and  formed  the  basis  of  Swiss  bank-note  legislation  until 
the  year  1 89 1 .  It  read :  ' '  The  Confederation  is  authorized 
to  proclaim  by  way  of  legislation  general  rules  for  the  issue 
and  redemption  of  bank  notes.  It  shall,  however,  not  set 
up  any  monopoly  in  the  issue  of  bank  notes,  nor  shall  it 
express  any  legal  responsibility  for  the  acceptance  of  the 
same." 

In  fulfillment  of  article  39  of  the  federal  constitution  the 
Bundesrat  submitted,  as  early  as  June,  1874,  to  the  Bun- 
desversammlung  the  draft  of  a  new  bank  law,  which  was 
accepted  by  both  councils  on  September  18,  1875.  This 
act  conferred  upon  the  Bundesrat  the  right  to  grant  au- 
thority to  issue  bank  notes;  it  fixed  the  capital  of  every 
bank  of  issue  at  a  minimum  of  500,000  francs;  it  reduced 
the  amotmt  of  the  bank-note  issue  to  the  total  of  the  paid- 
up  bank  capital  and  to  the  maximum  sum  of  12,000,000 
francs  for  any  one  bank,  and  it  contained  a  prohibition 
against  the  granting  of  unsectlred  credit  and  the  carrying 
out  of  unsecured  time  transactions.  Its  other  provisions 
coincided  very  nearly  with  those  of  the  law  of  1881 ,  which 
will  be  treated  later  on.  Against  this  first  Swiss  bank-note 
law  a  referendum  was  called  for  and  on  April  23,  1876,  the 
people  rejected  it  by  a  majority  of  73,000  votes. 

It  seemed,  therefore,  impossible  to  arrive  at  any  result 
by  way  of  legislation,  while  on  the  other  hand  the  evils 
aheady  existing  were  assuming  even  larger  dimensions. 
Along  with  the  number  of  banks  the  volume  of  the  note 
circulation  steadily  increased,  and  nearly  parallel  with  the 
increase  of  the  fiduciary  substitutes  for  money  went  a 
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deterioration  in  their  quality  and  in  the  securities  covering 
them.     A  few  figures  will  briefly  sketch  this  development: 


Number 

of 
banks. 


Amount  issued. 


Note  circu- 
lation per 
capita. 


i87i_ 
1872. 
1873- 
1874- 
187s- 
1876. 
1877- 
1878- 
1879. 
1880. 


29 
29 
32 
32 
32 
34 
3S 
36 
036 


Francs. 
24, 800, 000 
44, 500, 000 
47, 800, 000 
So,  100, 000 
77,  200, 000 
80. 600, 000 
83, 100, 000 
82, 600, 000 
83, 700, 000 
92, 900, 000 


Francs, 

9.  20 

16.50 

17.  60 

29.  00 

28.  10 

29,  10 
29.80 
29.  90 
29.  70 
32.70 


oof  these  36  banks  in  the  year  i88o,iiwere  pure  state  banks,  and  the  remaining  2  5 
were  joint-stock  companies,  some  with  state  participation.  Of  the  state  banks,  4  had  no 
paid-up  capital  and  2  had  no  surplus. 

No  doubt  the  reason  for  this  surprising  increase  in  the 
issue  of  notes  (notably  so  in  the  period  from  1 871-1875) 
may  partly  be  found  in  the  Swiss  coinage  policy,  but  in 
far  the  greatest  measure  it  is  to  be  sought  in  the  policy  of 
the  banks,  which,  disregarding  all  banking  principles, 
entered  into  every  conceivable  transaction  for  the  sole 
purpose  of  bringing  the  largest  possible  amount  of  their 
notes  into  circulation.  Even  a  new  concordat,  concluded 
on  July  8,  1876,  could  not  materially  alter  this  situation. 
By  July  I,  1878,  24  out  of  the  32  then  existing  banks  had 
subscribed  to  the  concordat,  under  which  they  bound 
themselves  to  cash  each  others'  notes,  to  collect  matured 
bills,  to  cash  drafts,  and  to  transmit  to  each  other  their 
weekly  and  monthly  balance  sheets.  Through  these  means 
it  was  hoped  to  bring  about  an  improvement.  It  was, 
however,    impossible   for   this    concordat    to    achieve   a 
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thorough  success  because  the  banks  that  did  not  belong 
to  the  concordat  went  their  own  way  and  even  the  con- 
cordat banks  were  often  in  their  own  business  not  in  a 
position  to  satisfy  the  most  modest  requirements. 

The  kinds  of  business  carried  on  by  the  24  concordat 
banks  was  as  follows : 

Gave  credit  in  current  account  against  deposit  of  stocks  and  shares..  24 

Granted  credit  against  personal  security 19 

Gave  credit  against  the  pledging  of  goods 11 

Gave  open  credit 5 

Took  over  or  participated  in  loans 17 

Issued  bills  drawn  at  long  sight  on  places  in  and  out  of  the  country, 

granted  loans  on  mortgage  security,  and  accepted  drafts 13 

Contracted  loans 5 

Did  contango  business  in  Stock  Exchange  securities 4 

Issued  bonds  with  participation  in  profits i 

The  funds  were  sunk  in  all  sorts  of  enterprises  and 
were  not  realizable,  and  the  difference  in  the  form,  con- 
tents, standard,  amount,  language,  size,  and  color  of  the 
bank  notes  might  be  looked  upon  as  a  true  symbol  of  the 
variegated  character  of  the  banking  organization.  The 
way  in  which  business  was  managed  was,  if  anything, 
even  more  irregular.  The  specie  reserve  ranged  between 
92  and  18  per  cent  of  the  note  circulation;  and  how  little 
unity  there  was  in  the  discotmt  policy  will  be  seen  from  the 
fact  that  while  a  Zurich  bank  altered  its  rate  seventeen 
times  in  1878,  another  concordat  bank  in  Geneva  only 
foimd  it  necessary  to  alter  its  discount  rate  eight  times. 

About  the  middle  of  the  seventies,  almost  simulta- 
neously with  the  rejection  of  the  law  of  September  18, 
1875,  angther  feature  cropped  up  in  the  Swiss  bank  ques- 
tion. Until  that  time  the  question  excited  real  interest 
only  in  professional  circles ;  the  people  were  rather  passive 
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in  the  matter  and  at  the  polls  merely  followed  the  advice 
of  their  trusted  leaders  without  troubling  to  form  a  judg- 
ment themselves.  Among  political  leaders  the  friends  of 
the  existing  system  had  a  very  large  majority,  and 
accordingly  the  parliamentary  activity  of  the  supporters 
of  the  centralization  of  the  bank-note  system  was  incapa- 
ble of  achieving  results.  Doctors  Joos  and  Curti,  of  the 
Nationalrat,  now  tried  to  arouse  the  people's  interest  in 
this  question  and  thus  take  away  the  decision  from  the 
exclusive  control  of  the  cantonal  politicians.  Their 
activity  was,  in  the  main,  concentrated  on  the  repeal  of 
the  constitutional  prohibition  of  a  bank-note  monopoly, 
the  removal  of  which  must  necessarily  precede  any  legis- 
lation of  the  kind  advocated  by  the  friends  of  a  central 
bank.  These  endeavors  met  with  the  more  approval 
because  the  failmre  of  the  attempts  of  several  Cantons  to 
make  good  the  lack  of  federal  legislation  by  means  of  can- 
tonal laws  necessarily  tended  to  strengthen  any  attempt 
to  remove  the  restrictions  of  article  39  of  the  federal  con- 
stitution. Joos  and  Curti  first  incited  the  Swiss  People's 
Union  {V olksverein)  to  address  an  appeal  to  the  Federal 
Assembly  to  revise  the  federal  constitution  in  the  man- 
lier above  indicated.  After  the  Nationalrat  had  pro- 
nounced itself,  in  principle,  against  a  bank-note  monopoly 
and  a  state  bank,  in  its  deliberations  of  November  28, 
1879,  and  the  Bundesversammlung  had  taken  the  same 
position — not,  however,  without  a  strong  tendency  in 
favor  of  the  appeal  having  manifested  itself  in  the  Na- 
tionalrat— Joos  and  Curti  started  a  popular  agitation 
which  led  to  the  result  that  by  August  3,  1880,  54,000 
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signatures  of  Swiss  citizens  were  lodged  with  the  Federal 
Chancellor  demanding  a  revision  of  article  39  of  the 
federal  constitution,  with  the  aim  of  removing  the  prohi- 
bition of  a  bank-note  monopoly  and  providing  for  the 
establishment  of  a  state  bank. 

According  to  article  1 20  of  the  Swiss  constitution  every 
petition  formulated  by  the  people's  initiative  must  be 
submitted  to  a  vote  of  the  people.  The  language  of  this 
article,  however,  provided  that  only  the  question  whether 
a  revision  should  take  place  or  not  could  be  submitted  to 
the  people,  but  not  the  question  of  the  modification  of  a 
particular  article.  Supported  by  this  circumstance,  and 
knowing  well  that  the  people,  tired  of  the  constitutional 
struggle  which  had  only  recently  ended,  would  be  unwilling 
to  reopen  the  question  of  revision  of  the  constitution,  the 
opponents  of  the  petition  in  the  National  Council  formu- 
lated the  following  question  to  be  put  before  the  people: 
' '  Shall  a  revision  of  the  federal  constitution  take  place? ' ' 
The  expected  result  could  hardly  fail  to  come.  In  the 
vote  of  October  31,  1880,  the  petition  was  rejected  by 
260,126  votes  against  128,099. 

But  even  among  those  who,  while  wishing  to  retain  the 
system  of  multiplicity  of  banks,  sought  to  secure  regula- 
tion of  them  by  law,  there  was  no  agreement.  The  repre- 
sentatives of  commerce  desired  that  in  the  new  law  the 
provision  should  be  embodied  that  the  privilege  of  issuing 
notes  could  only  be  conferred  on  pure  discount  banks; 
they  wanted  to  restrict  the  sphere  of  action  of  the  issuing 
banks  and  demanded  that  the  cover  of  the  entire  note  circu- 
lation should  consist  of  specie  and  bills.     The  representa- 
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tives  of  the  Cantons, 'on  the  other  hand,  demanded  that 
entire  freedom  of  action  should  be  given  to  the  banks  and 
that  the  cover  of  the  entire  note  circulation  should  consist 
of  specie  and  stocks.  The  former  laid  the  chief  stress  on 
the  redeemability  of  the  notes  at  any  time,  for  which  the 
bills  in  the  portfolio  appeared  to  be  the  best  guaranty;  the 
latter,  on  the  security  of  the  notes,  which  they  thought 
could  be  best  attained  by  cover  in  stocks  for  such  part  of 
the  circulation  as  was  not  covered  by  specie.  In  June, 
1880 — prior,  therefore,  to  the  poll  on  the  revision  of  the 
constitution — the  Nationalrat  laid  before  the  two  Fed- 
eral Chambers  a  new  draft  of  a  law  respecting  the  issue 
and  the  redemption  of  bank  notes,  in  which  an  attempt 
was  made  to  respect  the  various  wishes  and  claims  put 
forward,  but  which  on  the  whole  took  up  the  standpoint 
of  the  commercial  representatives  and  thus  demanded 
a  cover  for  the  notes  and  other  liabilities  at  short  sight  of 
50  per  cent  in  specie  and  the  remaining  50  per  cent  in 
bills.  In  addition  to  this,  the  draft  contemplated  the 
creation  of  a  federal  bank,  though  without  the  grant  of  a 
bank-note  monopoly;  or  at  all  events  it  was  designed  to 
smooth  the  way  for  it.  The  Standerat,  which  had  the 
priority  in  the  consideration  of  this  bill,  not  only  elimin- 
ated this  last  provision,  but  it  so  transformed  the  entire 
draft  of  the  Nationalrat  that  the  chief  object  of  the 
bill,  namely  the  creation  of  a  well-secured  and  always 
redeemable  bank  note,  was  sacrificed  to  the  fiscal  interests 
of  a  number  of  Cantons.  The  restriction  of  the  sphere  of 
activity  of  the  banks  of  issue  contemplated  by  the  Federal 
Council  was  set  aside;  the  metallic  reserve  was  reduced 
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from  50  per  cent  to  40  per  cent  of  the  circulation,  and  for 
the  remaining  60  per  cent  a  reserve  in  securities  was 
decided  on.  The  report  of  the  commission  of  the  Na- 
tionalrat  commented  as  follows  on  the  conclusions  adopted 
by  the  Standerat:  "  We  are  all  the  less  able  to  approve  of 
the  expunging  of  all  the  provisions  relating  to  a  possible 
estabUshment  of  a  federal  bank  because  there  appears  to 
be  little  or  no  prospect  of  introducing  into  the  present  bill 
those  rules  that  are  recognized  by  other  countries  as  being 
the  correct  ones  for  the  bank-note  business.  It  is,  there- 
fore, very  doubtful  whether  the  idea  of  concentrating  the 
issue  of  bank  notes  in  the  hands  of  the  confederation, 
either  with  or  without  monopoly,  as  the  only  thorough 
remedy  for  existing  evils  will  not  sooner  or  later  prevail; 
and  we  must  admit  that,  though  we  are  quite  willing  to 
deal  with  the  actual  position  of  affairs  and  to  recognize 
legitimate  interests,  we  should  greatly  prefer  the  creation 
of  a  central  institution  on  a  sound  and  safe  basis — a  federal 
bank  which  would  be  a  pure  bank  of  issue — ^to  the  pro- 
posals of  the  Standerat,  unless  these  should  be  modified." 
The  commission  itself  proposed  a  number  of  modifications 
of  the  conclusions  of  the  Standerat,  but  without  again 
introducing,  at  this  juncture,  the  provisions  of  the  Bun- 
desrat's  bill.  It  assented  to  the  reduction  of  the  metallic 
reserve  to  40  per  cent  of  the  circulation  and  prescribed  as 
reserve  for  the  remaining  60  per  cent  the  bills  in  the  port- 
folio of  the  pure  discount  banks  and  for  banks  of  another 
character  either  the  deposit  of  securities  or  a  guaranty  of 
the  home  Canton. 

On  February  15,   1881,  this  draft  of  the  commission 
came  up  for  consideration  by  the  Nationalrat.      On  the 
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same  day  Nationalfat  Dr.  Alfred  Escher  submitted  a 
draft  of  a  bank  law  which  he  had  worked  out  conjointly 
with  Cramer-Frey,  afterwards  a  member  of  the  National- 
rat.  This  draft  differed  from  that  of  the  commission 
in  several  particulars.  It  required  the  issue  of  notes  to 
be  under  a  management  distinct  from  that  of  the  other 
business  of  the  bank;  it  required  the  reserve  to  be  com- 
posed only  of  specie  and  commercial  paper;  and  finally 
-it  proposed  to  impose  on  the  banks  the  duty  of  depositing 
with  the  Confederation  seciu-ities  equal  to  lo  per  cent  of 
their  note  issues.  By  a  vote  of  68  to  21  the  National- 
rat  decided  to  consider  the  bill  introduced  by  the 
commission.  This  Chamber  finally  adopted  the  bill  on 
February  28  after  certain  differences  between  the  Standerat 
and  the  Nationalrat  had  been  reconciled;  on  March  8. 
1 88 1,  the  law  was  finally  passed  by  both  Chambers,  and  it 
went  into  force  on  January  i,  1882. 

This  law,  which — as  can  not  be  denied — hds  put  a  stop 
to  the  wildest  excesses  of  the  days  of  cantonal  sover- 
eignty, can  not  be  considered  as  anything  else  than  a 
compromise  between  the  demands  arising  from  the  devel- 
opment of  trade  on  the  one  hand  and  the  fiscal  and  polit- 
ical special  interests  of  the  Cantons  on  the  other.  The  act 
restricted  itself  to  codifying  the  existing  relations 'and  to 
setting  up  general  rules  applicable  to  all  banks,  viz,  (i) 
respecting  the  right  of  issuing  notes  and  the  extent  thereof; 
(2)  respecting  the  obligations  of  cover  and  redemption, 
security,  and  privileges  of  the  note  holder;  (3)  respecting 
the  relations  of  the  banks  of  issue  among  themselves  and 
their  sphere  of  activity;  (4)  respecting  the  form  of  the 
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notes  and  their  denominations;  (5)  respecting  the  control 
exercised  by  the  federal  authorities;  (6)  respecting  the 
taxation  of  the  note  circulation.  • 

Its  chief  provisions  were  the  following:  Every  banking 
institution  with  a  capital  of  at  feast  500,000  francs  which 
pledged  itself  to  observe  certain  rules  had  the  right  to 
apply  to  the  Bundesrat  for  permission  to  issue  notes 
to  a  total  of  double  the  amount  of  its  capital.  The  bank 
was  obliged  to  keep  in  hand  cash  equal  to  40  per  cent  of 
the  amount  of  notes  in  circulation  at  any  particular  time, 
without  being  at  liberty  to  use  this  cash  for  any  other 
purpose  than  the  redemption  of  its  notes.  Only  the 
amount  of  cash  in  excess  of  the  stipulated  40  per  cent  of 
the  circulating  notes  was  considered  "available  funds." 
The  remaining  60  per  cent  could  be  covered  in  one  of  the 
following  three  ways — either  by  the  deposit  of  stock- 
exchange  securities,  or  by  a  guaranty  on  the  part  of  the 
Canton,  or,  finally,  by  pledging  the  portfolio  as  a  special 
security  in  favor  of  the  note  holders.  Only  those  banks 
that  provided  cover  in  the  last-named  manner  were  obliged 
to  restrict  their  business  to  the  regular  transactions  of  a 
bank  of  issue — discount,  loan,  and  transfer  business,  etc. ; 
all  other  banks  were  empowered  to  transact  whatever 
business  they  liked;  they  acted  as  banks  of  credit,  as  sav- 
ings banks,  granted  advances  on  mortgage  securities,  par- 
ticipated in  industrial  enterprises,  took  over  the  issue  of 
industrial  and  state  securities;  in  short,  they  fulfilled  all 
the  functions  of  a  general  bank. 

The  Confederation  superintended  the  issue  of  the  notes 
so  as  to  secure  the  desired  uniformity  in  form  and  style. 
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Another  and  far  more  important  means  of  establishing 
the  rniity  of  the  note  circulation  was  the  provision  requir- 
ing every  bank  of  issue  to  accept  in  payment  at  full  value 
not  only  its  own  notes,  but  also  those  of  other  Swiss  banks 
of  issue,  so  long  as  these  institutions  redeemed  their  notes 
promptly;  and  to  redeem  all  notes  of  other  banks  pre- 
sented at  their  counter,  without  charge  of  any  kind,  within 
three  days  at  farthest.  The  balance  sheets  had  to  be 
periodically  published  under  the  supervision  of  the  federal 
authorities.  (This  control  was  vested  in  the  Swiss  fiscal 
department  by  decree  of  December  21,  1881,  and  a  special 
board  of  inspectors  for  banks  of  issue  was  created.)  To 
defray  the  cost  of  this  control  the  banks  paid  to  the  Fed- 
eral Treasury  i  per  cent  of  the  authorized  issue.  The 
Cantons  were  empowered  to  impose  a  tax  up  to  6  per  cent 
on  the  same  sums. 

We  shall  have  an  opportunity  later  on  to  examine  more 
closely  the  effects  of  these  regulations.  We  will  confine 
ourselves  for  the  present  to  pointing  out  the  chief  defi- 
ciencies of  this  law. 

Forty  per  cent  of  the  amount  of  the  note  circulation  at 
any  time  of  a  given  bank  was  to  be  always  kept  ready  at 
the  bank  in  specie,  which  was  booked  separately  and  had 
to  be  kept  apart  from  other  assets.  This  fund  could  not 
be  utilized  for  any  other  business  of  the  bank,  but  was 
reserved  for  the  redemption  of  its  notes  and  acted  as 
a  special  guaranty  for  the  note  holders.  The  reserve, 
which  everywhere  else  plays  the  part  of  a  safety-valve, 
which  can  be  opened  in  case  of  need,  could  not  therefore 
be  touched  here,  and  not  even  the  Bundesrat  had  the 
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power  to  grant  the  banks  the  use  of  it.  In  the  face  of  cash 
holdings  amounting  to  40  per  cent  of  its  notes  a  bank 
might  be  compelled  to  suspend  payment.  The  predomi- 
nant tendency  of  the  act  is  manifest  in  this  stipulation; 
namely,  its  object  was  not  so  much  to  assure  the  redemp- 
tion of  the  notes  at  all  times  as  to  save  the  note  holders 
from  positive  loss  in  the  case  of  a  possible  liquidation. 
The  same  considerations  form  also  the  basis  of  the  pro- 
visions of  article  12  of  the  law,  according  to  which  the 
amount  of  the  circulating  notes  not  covered  in  specie  was 
to  be  covered  either  in  stocks  or  by  a  guaranty  certificate 
on  the  part  of  a  cantonal  government.  It  being  quite 
difficult  enough  to  realize  stocks  in  critical  times,  one  could 
even  less  expect  to  realize  the  canjtonal  guaranty  at  the 
moment  of  a  crisis.  Nearly  all  the  cantonal  banks  made 
use  of  this  illusory  method  of  covering,  although  there 
can  be  no  doubt  that  in  the  event  of  a  financial  crisis  not 
even  10^000,000  francs  in  specie  could  have  been  produced 
out  of  all  these  guaranty  certificates  had  the  Cantons  been 
called  upon  to  maintain  the  solvency  of  the  banks. 

The  entire  cash  reserve  of  40  per  cent  of  the  note  circu- 
lation served  as  security  for  the  note  holders,  and  the  law 
contained  no  provision  whatever  requiring  the  banks  to 
cover  their  other  short-sight  liabiUties  in  a  similar  or  in 
any  satisfactory  manner.  In  course  of  time  this  defect 
was  bound  to  endanger  the  continuous  redemption  of  the 
notes,  more  especially  so  as  a  number  of  banks  had  short- 
sight  liabilities  amounting  to  many  millions  of  francs,  the 
meeting  of  which  might  in  part  be  demanded  by  telegraph 
at   any   moment  without  there  being,   apart  from  the 
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untouchable  40  per  cent  of  the  note  circulation,  more  than 
a  few  hundred  thousand  francs  of  cash  on  hand.  To  this 
has  to  be  added  the  fact  that  a  large  number  of  the  Swiss 
banks  of  issue  acted  as  savings  banks,  which  had  rather  a 
menacing  effect  upon  the  position  of  the  banks,  as  experi- 
ence has  taught  the  lesson  that  savings-bank  depositors, 
if  not  more  dangerous,  are  at  least  more  pressing  in  their 
demands  than  the  holders  of  bank  notes. 

Finally  we  will  touch  upon  the  results  of  the  very- 
important  provision  according  to  which  the  Cantons 
were  at  liberty  to  impose  a  tax  up  to  six-tenths  of  i  per 
cent  of  the  amount  of  issue.  We  shall  have  an  opportu- 
nity to  show  in  the  following  chapter  how  unfavorably 
the  entire  development  was  effected  by  this  provision. 
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CHAPTER  II. 

DEVELOPMENT  OF  THE  SWISS  NOTE-BANK  SYSTEM 
UNDER  THE  BANK  ACT  OF  MARCH  8,  1881. 

SECTION  I.— EXTENT  AND  DIRECTION  OF  THE  DEVELOP- 
MENT—DISCOUNT POLICY. 

Before  describing  the  development  which  took  place 
under  the  act  passed  on  March  8,  1881 ,  we  must  fix  in  mind 
the  state  of  affairs  existing  at  the  time  that  law  went  into 
force. 

At  tha,t  moment  there  existed : 


Chief  business. 

Number 
of  banks. 

Authorized 

(donation) 

capital. 

Average 

amount 

of  notes  in 

circulation. 

6 
10 

8 
II 

I 

30,000,000 
20, 500, 000 
17.398, 000 
57,  700,  000 

739.000 

36 

125. 598, 000 

Twenty-four  of  the  above  36  banks  were  in  the  con- 
cordat, with  an  authorized  capital  of  116,650,000  francs 
and  an  average  note  circulation  of  92,262,000  francs;  11 
were  state  banks,  with  an  authorized  capital  of  37,398,000 
francs  and  an  average  circulation  of  33,659,000  francs. 
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In  order  to  judge  the  importance  and  the  position  of  the 
various  banks  the  following  table  will  be  of  service: 


Banks. 


Average 
circula- 
tion of 
notes 
(in  thou- 
sands of 
francs). 


Average 
cash 


(in  thou- 
sands of 
francs). 


Propor- 
tion of  cash 

assets  to 
circulation. 


*  Cantonal  Bank  of  Berne 

*  Bank  of  Zurich 

Savings  Bank  of  the  Canton  of  Uri 

*  Bank  of  St.  Gall 

*  Bank  of  Basle 

*  Bangue  du  Commerce  in  Geneva 

*  Banque  Cantonale  Vaudoise 

*  Bangue  de  Geneve 

Savings  and  Loan  Bank  in  Lucerne 

*  Bangue  Cantonale  Fribourgeoise 

*  Mortgage  Bank  of  Thurgovie 

*  Bank  of  Glaris- -. 

Bangue  Populaire  de  la  Gruyere 

*  Banque  Cantonale  Neuchateloise -. 

Caisse  Hy pothecaire  de  Fribourg __. 

*  Bank  of  Argovie 

*  Cantonal  Bank  of  Lucerne 

*  Cantonal  Bank  of  Soleure 

Banca  Cantonale  Ticinese 

*  Bank  in  SchafEhouse 

*  Bank  of  Grisons 

Loan  Bank  in  Glaris 

*  Federal  Bank  (Limited) -- 

*  Banque  du  Toggenbourg 

Banque  Populaire  de  la  Broye 

Credit  Agricole  et  Industriel  de  la  Broyfe 

*  Cantonal  Bank  of  St.  Gall -- 

Caisse  d'Amortissement  de  la  Dette  Publique 

*  Cantonal  Bank  of  Basle  Land 

*  Cantonal  Bank  of  Thurgovie ^ 

Cantonal  Bank  of  Grisons 

*  Cantonal  Bank  of  Zurich 

*  Banca  della  Svizzera  Italiana  Lugano 

Credit  Gruyerien __ 

*  Cantonal  Bank  of  Appenzell  A.-Rh 

Cantonal  Savings  and  Loan  Bank  of  Nidwalden, 

Stans--- 


Total. 


7.257 
4.S02 

287 
3.  995 
7.505 
14.074 
5.  172 
4.030 

982 
J.  703 

725 

1,  160 
160 

5.656 
26 

2.  326 
>.953 
1,878 
z,  060 

652 
28s 
293 

fl.783 

970 

18 

214 

5.980 
739 
690 

»,3o6 

1.958 
12, 276 

'.437 
165 

1.947 


2,876 
4.  001 
III 
1,448 
3.751 
4.757 
2,  XI4 

1,  041 
871 
697 
312 
370 

54 
.,661 
173 
836 
881 
85s 
318 
259 
180 
134 

2,  248 
336 

29 

74 

^.374 

163 

290 

551 

657 

7.109 

S16 

27 

704 

73 


42.851 


39 

88 
38 
36 
50 
33 
40 
25 
88 
40 
43 
31 
33 
29 

66s 
35 
45 
45 
15 
39 
63 
45 
47 
34 

161 
34 
39 
22 
42 
42 
33 
57 
36 
16 
36 


N.  B. — The  banks  marked  with  an  asterisk  (*)  belonged  to  the  concordat. 
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After  the  law  had  gone  into  force  29  of  the  36  banks 
above  mentioned  requested  the  Federal  Council  to  grant 
them  the  authorization  to  issue  bank  notes.  This  privi- 
lege was  conferred  upon  26  banks  which  were  in  a  position 
to  prove  their  compliance  with  the  preliminary  require- 
ments, before  the  ist  of  July,  1882 ;  the  remaining  3  banks 
received  this  authorization  only  later  on,  to  wit,  one  in 
July  II  and  2  on  September,  i,  1882.  From  that  day  29 
banks  of  issue  with  an  actual  circulation  of  notes  to  the 
value  of  102,174,055  francs,  were  subject  to  this  law. 
The  following  tables  will  show  the  development  since  that 
time:    " 


Description. 

Year. 

Num- 
ber of 
banks. 

Paid-up 
capital  (in 
millions  of 

francs) . 

Proportion 
of  total, 
capital. 

Issue  (in 
millions 

of 
francs). 

Propor- 
tion of 
total 
issue. 

Cantonal  guaranty  bonds  _ 
Deposit  of  stocks 

188s 
1890 
1904 
1885 
1890 
1904 
1885 
1890 
1904 

17 

19 

22 

10 

10 

10 

6 

6 

4 

13-" 

134-  7 
17-3 
19.  6 
30.0 
35-0 
43-" 
41. u 

Per  cent. 
19.91 
S3- 00 
44.66 
26.49 
15-00 
15-30 
S3- 60 
32.00 
21.  00 

63 
82 
146 
II 
14 
24 
5S 
77 
74 

S 
S 
5 
6 

:£ 
0 
S 

Per  cent. 

so.  7 

47.0 

59-9 

8.6 

8.U 

9.9 

40.7 

45." 

30.2 

32 


T  h 


Swiss      Banking     Law 


a 

o. 

t^ 

M 

Vi 

H 

« 

0 

'11  d    ■ 

«■  ■* 

a\ 

»o 

H 

»o 

w 

o 

•1^ 

H 

lO 

O 

a 

w 

d 

0  0  3 

o 

%ZJ 

fe 

H 

£° 

d, 

«M          (M 

"~~" 

Amount  o 
issue  (in 

millions  o 
francs). 

o 

lO 

p 

0 

0 

o 

lO 

4 

0 

r- 

5 

o 

0 

o 

t^ 

o 

«3 

CO 

4 

00 

d 

4 

Oi 

>o 

W) 

*o 

"^ 

t^ 

<* 
« 

B°J3 

H 

**) 

»o 

Tf 

^ 

w 

vO 

H 

to 

and 

:?£5 

g- 

i" 

00 

VO 

o. 

PO 

0 

" 

o* 

« 

<M 

f) 

c  « 

«> 

lO 

*o 

d 

M 

'-' 

■* 

H 

o 

M 

p- 

U 

Q, 

t-l          Ui 

d 

Amount  o 
issue  (in 

millions  o 
francs) . 

« 

o 

0 

V) 

o 
4 

*o 

00 
H 

W) 

<M 

00 

e'°^ 

O 

00 

■t 

ro 

^ 

V) 

(*3 

a  M  a 

§iSS 

§- 

^    °^ 

H 

^ 

fO 

o 

m 

^  o 

« 

d 

■* 

4 

o 
d 

fe " 

N 

(O 

fO 

o 

Q. 

<+H            Ml 

o  d  c    . 

\o 

o 

o 

00 

Amount 

issue  (i: 

millions 

francs) 

Oi 

6\ 

00 

e'si 

t>. 

00 

m 

**3 

M 

M 

(^ 

III 

M 

y 

o 

u 

§ 

a 

cd 

•*H 

g 

«S 

o 

8 

0 

o 

o 

o 

O 

o 

cS 

8 

o 

o' 

6 

o 

o 

o 

o" 

0 

o 

o 

K 

*G 

jj 

8 

JO 

0 

6 

M 

o" 

C4 

»o 

u 

0 

o 

o 

o 

0 

5 

O 

0 

o 

O 

o 

o 

8 

<J 

o 

0 

o 

0 

o 

o 

0 

o 

o" 

o" 
o 

6 

0 

8 

1— 1 

o" 
o 

8" 

8 

o 
o 

1 

o 

o 

o_ 

6 

o" 

to 

i2 

« 

to 

H 

« 

> 
O 

5 

s 

e 

B 

B 

el 

1 

i 

1 

M    a 


83700 — IC 


33 


National    Monet ary    Commission 

Two  taidencies  in  the  development  are  brought  to  light 
by  these  figures.  In  the  first  place  it  is  noticeable  that 
banks  arranging  their  cover  in  the  form  of  a  cantonal 
guaranty  bond  were  gradually  on  the  increase,  while  on 
the  other  hand  the  number  of  banks  covering  by  way  of 
stocks  or  bills  was  on  the  decline.  The  percentage  of  the 
former  kind  of  cover  increased  from  50.7  per  cent  in  the 
year  1885  to  59.9  per  cent  in  the  year  1904,  calculated  on 
the  total  issues.  In  agreement  with  this  tendency,  the 
number  of  banks  of  the  former  category  increased  from  1 7 
to  22  and  the  number  of  the  latter  category  of  banks 
declined  from  1610  14  in  the  same  period. 

The  second  tendency  shows  itself  in  the  increase  of  the 
share  of  the  large  and  financially  strong  establishments  at 
the  cost  of  the  smaller  ones.  In  this  domain  also  the 
process  of  concentration  was  steadily  going  on,  the  bank- 
ing business  going  more  and  more  into  the  hands  of  the 
big  banks.  The  share  of  banks  with  a  total  issue  below 
2,000,000  francs  declined  from  14.09  per  cent  of  the  total 
issues  in  1885  to  4.49  per  cent  in  1904;  within  the  same 
period  the  share  of  banks  with  an  issue  up  to  5,000,000  fell 
from  35.30  per  cent  to  26.46  per  cent  of  the  total  issues, 
whereas  the  share  of  the  banks  with  an  issue  of  more  than 
10,000,000  francs  increased  during  the  same  period  from 
34.43  per  cent  to  58.02  per  cent.  If  the  maximum  amotmt 
of  the  authorized  issue  of  a  certain  bank  was  20,000,000  in 
1885,  this  had  increased  to  30,000,000  by  1904,  and  this 
single  bank  with  such  an  authorized  issue  plays  a  more 
important  part  than  all  the  12  banks  with  issues  below 
2,000,000  each,  put  together. 
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Since  the  act  went  into  force  the  total  of  the  authorized 
issues  has  risen  from  108,000,000  to  244,750,000  francs. 
In  order  to  indicate  with  what  degree  of  probabiUty  con- 
clusions as  to  the  effective  circulation  may  be  drawn  from 
the  amount  of  the  authorized  circulation,  we  give  here  the 
figures  for  the  year  1904. 

[In  millions  of  francs,] 


Average. 


Maximum. 


Minimum. 


Entire  circulation  o 

Effective  circulation  6_. 
Note  reserve  c 


228.4 

213.4 

20.8 


241.  X 

234-  1 

35-9 


221.  7 
198.0 

ID.  6 


o  The  "entire  circulation"  represents  the  total  amount  of  notes  put  into  circulation 
by  all  the  banks,  and  includes  the  notes  of  other  Swiss  banks  of  issue  (but  not  their  own 
own  notes)  held  by  the  various  banks. 

b  The  "effective  circulation"  represents  the  amount  of  notes  actually  in  the  hands  of 
third  parties. 

cThe  "note  reserve"  is  the  amoimt  of  bank  notes  in  the  hands  of  the  banks,  includinsr 
both  their  own  notes  and  those  of  other  Swiss  banks  of  issue. 

This  expansion  of  the  bank-note  circulation,  which  was 
out  of  all  proportion  and  which  was  consciously  stimulated 
by  the  banks  by  the  issue  of  notes  of  small  denominations, 
was  more  or  less  provoked  by  the  nature  of  the  tax  on 
bank  notes,  and  in  its  consequences  it  is  so  closely  related 
to  the  discount  policy  that  we  think  it  advisable  to  treat 
the  three  subjects  in  one  group. 

The  Swiss  banks  of  issue  being  compelled,  as  already 
stated,  to  pay  taxes  not  on  the  amount  of  the  effective 
circulation  but  on  the  total  of  the  authorized  issue,  they 
were  naturally  disposed  to  enlarge  the  circulation  as  much 
as  possible,  as  they  had  to  pay  on  the  total  of  the  author- 
ized issue  anyway  and  leaving  a  part  of  this  sum  idle  would 
have  meant  a  direct  loss  to  them.     The  banks  had  to  keep 
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i40  per  cent  of  their  circulation  in  specie  in  their  vaults; 
and  if,  for  instance,  20  per  cent  of  a  bank's  issue  (i.  e.,  its 
authorized  issue)  were  not  in  circulation  at  all,  only  40  per 
.  cent  of  its  issue  would  have  been  profitably  invested,  which 
.would  have  resulted  in  a  profit  of  about  2  to  2^  per  cent  of 
the  issue.  The  bank  having  to  pay  six-tenths  of  i  per 
cent  of  the  entire  authorized  issue  to  the  Cantons  and  one- 
tenth  of  I  per  cent  to  the  Confederation,  this  would  make 
roughly  i  per  cent,  which,  taken  off  the  profit  above  shown, 
would  leave  a  profit  of  only  i  to  i  X  P^r  cent.  It  will 
therefore  be  readily  understood  that  all  the  banks  of 
issue  endeavored  to  put  their  entire  authorized  issue  on 
the  market,  so  that  every  taxable  note  should  yield  a 
return;  and  this  object  was  attained,  but  only  at  the  cost 
of  a  violation  of  two  principles  of  every  sound  discount 
policy,  namely,  the  principle  of  selection  of  the  material 
for  discounting,  and  the  principle  of  regulation  of  the 
bank  rate. 

According  to  the  reports  of  the  federal  board  of  bank- 
note inspectors  the  investments  of  the  Swiss  note  banks 
were  constituted,  upon  yearly  averages,  as  follows: 


Descriptive  titles. 


I. — Short-time  investments. 

,  Discounted  Swiss  bills 

Discounted  foreign  bills 

Bills  with  collateral 

Due  by  other  banks 

Due  by  correspondents  (agents) 

;  Miscellaneous 

Total 


Amount  of  investment 
(in  millions  of  francs). 


1885.         1895. 


149. 82 
30.36 
31-34 

1.  00 
29.  28 

X.94 


163.11 

15.56 

43-5° 

:<.88 

25-83 

2-  SO 


253-38 


191.07 
38.40 

47-  13 
6.  42 

51-50 
3-31 


337-85       35-73 


Ratio  to  total 
investment. 


1885.       1895.      1904 


Per  ct. 


Per  ct. 

15-97 

i-S2 

4-  26 

.28 

^-52 

.24 


24.79 


Per  ct. 
11.22 

:<.2S 
Z.77 

■38 
3-02 

-  20 


19-84 
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Descriptive  titles. 

Amount  of  investment 
(in  millions  of  francs) . 

Ratio  to  total  ■ 
investment. 

1885. 

1895. 

1904. 

1885. 

189s. 

1904. 

II. — Long-time  investments. 

Cunent-account  debtors 

Promissory  notes 

6s.  23 

6i.6i 

236.7s 

74.99 

.24 

113.36 
96.  12 

408.6s 

49.26 

I.  13 

251. so 
156.66 
760.5s 
194.70 
2.19 

Per  ct. 

9.  60 

9.07 

54.78 

10.74 

.08 

Per  ct. 
II.  09 
9.41 
39-99 
14.61 
.  II 

Perct. 

14.  76 

9. 19 

Mortgage  investments    

44.  6^ 

Stock  investments 

II.  43 

Total 

438.82 

768.52 

1,365.60 

64.27 

7S.2I 

80.  16 

Grand  total 

682.56 

1,021, 90 

I. 703.4s 

100. 00 

100.00 

100. Ob 

The  ratio  of  the  short-time  to  the  long-time  investments 
decreased  from  36  :  64  in  1885  to  25  :  75  in  1895,  and  even 
to  20  :  80  in  1904.  Moreover,  the  fact  must  not  be  lost 
sight  of  that  the  discount  and  collateral  bills  designated 
in  the  foregoing  table  as  short-time  investment^  do  not  by 
any  means  have  that  quality  in  the  same  degree  as  the 
like  assets  have  in  the  portfolio  of  a  large  central  bank  of 
issue.  A  much  wider  range  of  bills  are  regarded  as  bank- 
able in  Switzerland  than  elsewhere;  owing  to  the  fact  that 
the  banks  were  continually  hunting  for  bills,  discounting 
became,  so  to  say,  democratic,  and  accordingly  the  quality 
of  the  Swiss  bill  portfolio  was  not  by  any  means  of  the 
.  same  standard  as  the  discount  investments  of  the  German 
Reichsbank  or  of  the  Bank  of  France.  The  best  proof  of 
this  is  furnished  by  the  fact  that  while  the  Reichsbank 
only  suffered  a  loss  of  0.08  mark  on  every  1,000  marks  of 
average  investment  in  bills  and  the  Bank  of  France  lost 
only  0.02  franc  on  every  1,000  francs,  the  Swiss  banks  of 
issue  in  the  same  year  (1904)  sustained,  on  the  other 
hand,  an  average  loss  of  0.51  franc  per  1,000  francs. 
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Investments  in  bills  with  collateral,  too,  gradually  lost 
their  short-time  character  owing  to  the  practice  of  exten- 
sion carried  on  very  extensively  by  Swiss  banks  of  issue, 
and  in  reality  these  became  long-time  investments,  often 
difficult  to  realize  on.  The  circvmistance  that  the  Swiss 
banks  of  issue  now  and  again  lowered  their  collateral-loan 
rates  below  their  discount  rates — a  fact  which  is  unique 
in  the  history  of  banking — ^materially  contributed  to  the 
spread  of  this  practice. 

Finally,  if  we  examine  the  rate  of  increase  of  the  various 
elements  of  both  classes  of  investments  we  obtain  the 
following  characteristic  results: 
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While  the  investments  in  bills,  including  bills  with 
collateral,  rose  from  looto  131  in  the  years  i885-i904and 
the  sum  of  the  entire  claims  at  short  sight  rose  from  100  to 
139,  the  mortgage  investments  increased  from  100  to  322 
and  the  stock  investments  from  100  to  259  and  the  entire 
amount  of  long-time  investments  from  100  to  311. 

The  influence  which  such  a  distribution  of  investments 
exercises  upon  the  solvency  of  the  banks  will  come  to  light 
in  the  investigations  that  follow. 

The  second  of  the  above-mentioned  offenses  against 
the  principles  of  a  sound  discount  policy  has  reference  to 
the  method  of  fixing  the  bank  rate. 

The  act  of  188 1  restricted  itself  to  an  external  regulation 
of  the  note  issue;  the  internal  regulation  did  not  come 
within  its  scope.  The  law  did  not  contemplate  a  general 
bank  rate  binding  for  all  Swiss  banks  of  issue ;  and  it  was 
therefore  inevitable  that  the  various  banks,  animated  by 
the  desire  of  putting  the  greatest  possible  amount  of  notes 
into  circulation,  underbid  each  other  in  their  discount 
rates. 

Each  banking  center  published  its  own  rate  of  discount 
and  it  happened  not  infrequently  that  one  bank  low- 
ered its  rate  of  discount  while  another  raised  it  at  the 
same  time.  Sometimes  even  in  the  same  center  two 
banks  thought  fit  to  estabUsh  two  different  discount  rates. 
Thus  the  door  was  opened  for  discount  krbitrage  between 
the  various  bank  centers,  and  in  connection  with  this  specie 
was  shoved  to  and  fro  between  these  places,  without  the 
slightest  economic  necessity.  The  situation  was  aggra- 
vated by  the  circumstance  that   banks    located  in  the 
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smaller  towns,  but  equipped  with  large  note  issues, 
sought  investments  for  that  part  of  their  issue  which  they 
could  not  use  at  home  in  such  great  business  centers  as 
Basle,  Zurich,  Geneva,  St.  Gall,  and  by  their  offers  of  money 
often  depressed  the  bank  rate  of  these  towns. 

It  was  not  until  the  year  1893  that  28  of  the  then  ex- 
isting 35  banks  decided  "to  keep  the  discount  rate  at  an 
appropriate  level  in  order  to  protect  the  stocks  of  cash  in 
the  country,"  and  a  committee  consisting  of  five  of  the 
largest  banks  was  appointed  to  deal  with  the  question  of 
fixing  a  general  official  discount  rate,  which  should  serve 
as  a  basis  for  all  discount  transactions.  With  the  intro- 
duction of  this  uniform  and  official  discount  rate  there  set 
in  a  decided  tendency  toward  the  betterment  of  conditions. 
Very  soon,  however,  this  agreement  proved  inadequate. 

Nearly  all  banks  of  issue,  with  the  exception  of  the 
Bank  of  England,  consider  their  official  rate  not  as  a 
minimum  but  as  a  maximum  rate.  This  makes  it  possible 
for  them  to  keep  their  official  rate  unaltered  for  a  long 
time,  without  incurring  any  loss,  either  in  the  extent  or  in 
the  quality  of  their  bill  portfolio,  through  the  frequent  local 
and  temporary  variations  in  the  private  discount  rate 
based  upon  no  adequate  foundation  in  the  actual  condition 
of  the  money  market.  This  puts  them  into  the  position 
of  suiting  their  discount  transactions  to  the  requirements 
of  the  local  money  market  without  discarding  their  uniform 
discount  policy.  They  increase  their  power  of  competing 
with  private  banking  institutions,  they  enlarge  the  field  of 
operation  for  their  current  funds,  they  obtain  also  first- 
class  bank  and  commercial  acceptances  for  their  portfolio 
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without  subordination  to  the  private  institutions  and 
without  giving  up  their  commanding  position  in  the  money 
market. 

The  Swiss  banks  of  issue,  which  were  subjected  to  very 
keen  competition  in  the  discount  market  on  the  part  of 
the  powerful  credit  institutions  of  Zurich,  Basle,  and 
Geneva,  were  of  necessity  obliged  to  maintain  a  private 
discount  rate  also,  if  they  did  not  wish  to  run  the  risk  of 
losing  the  first-class  bill  material  and  obtaining  for  their 
portfolio  merely  bills  of  a  secondary  quality.  It  is  clear, 
however,  that  this  private  rate  would  have  to  be  fixed 
uniformly  also,  if  all  the  advantages  of  the  agreement  as 
to  the  official  rate  were  not  to  be  lost.  Accordingly,  in 
May  of  the  year  1894,  22  banks  arranged  a  concordat  with 
a  view  to  fixing  a  uniform  minimum  of  the  private  rate 
of  discount.  But  already  in  December  of  the  same  year 
this  agreement,  in  which  the  two  banks  of  Neuchatel  and 
those  of  Aarau,  Solothum,  Liestal,  and  Coire  had  not 
joined,  was  canceled  and  the  old  unregulated  condition  of 
things  returned. 

In  view  of  this  failure  it  is  not  surprising  that  the 
question  was  shelved  for  several  years,  and  only  the  pressure 
of  a  continuous  depreciation  of  the  rate  of  exchange  brought 
it  again  to  the  front.  Not  until  March,  1898,  did  the 
banks  of  issue  endeavor  a  second  time  to  arrive  at  a 
mutual  arrangement  on  this  subject ;  but  already  in  1 900  the 
regulations  that  had  been  laid  down  had  to  be  modified, 
so  that  the  minimum  of  the  private  rate  of  discount,  as 
established  by  the  committee,  was  not  to  be  binding  for 
any  particular  bank;  the  established  minimum  was  to  be 
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telegraphed  to  the  banks,  and  each  bank  was  then  to  be  at 
Uberty  to  judge  to  what  extent  it  would  be  governed  by 
this  rate.  The  agreement  contained  the  superfluous 
proviso  that  each  particular  bank  was  only  obligated  to 
maintain  this  minimum  limit  "  as  far  as  possible  "  and  that 
it  had  the  right  to  discount  up  to  one-fourth  of  i  per  cent 
below  the  fixed  minimum  rate  bank  acceptances,  or  first- 
class  commercial  papers,  or  for  the  purpose  of  keeping  its 
holdings  of  bills  up  to  the  amount  prescribed  by  its  rules 
and  regulations. 

There  existed  consequently  three  "official"  bank  rates: 
(i)  The  so-called  official  bank  discount  for  the  general 
ranks  of  commerce  and  industry ;  (2)  the  not  less  official  pri- 
vate rate  of  discount  for  the  bills  of  first-class  merchants 
and  manufacturers,  as  well  as  for  those  who  could  obtain 
for  their  bills  a  second  and  third  signature,  also  for 
rediscounting  bills  from  smaller  banks  and  bankers;  (3) 
the  likewise  official  minimum  rate  of  discount  for  first-class 
bank  acceptances. 

In  the  years  1 899-1 900  these  regulations  seemed  to  be 
effective.  The  great  demand  for  money  which  was  expe- 
rienced in  these  years  toned  down  the  competitive  fight  of 
the  banks  of  issue  on  the  discount  market.  A  minimum 
limit  was  thus  created  for  the  private  rate,  which  in  turn 
gave  a  stronger  hold  to  the  official  discount  rate;  and  the 
better  grip  upon  the  open  money  market  which  was  the 
natural  consequence  stood  the  banks  in  good  stead  in  their 
endeavor  to  counteract  the  evil  consequences  of  the  unfa- 
vorable rate  of  exchange.  Like  all  the  other  agreements 
of  the  Swiss  banks  of  issue,  this  one  also  suffered  from  the 
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disadvantage  of  not  having  a  binding  character.  Not  all  the 
banks  entered  into  the  agreement,  for  the  alleged  reason 
that  they  were  not  in  a  position  to  complete  their  portfolios 
without  going  below  the  minimum  rate  as  fixed  by  the 
committee.  Even  of  the  29  banks  that  had  at  first  entered 
into  the  understanding,  some  were  unable  permanently  to 
subject  themselves  to  the  control  of  the  discount  committee 
and  they  announced  their  withdrawal,  in  consequence  of 
which  the  competition  against  the  allied  banks  on  the 
discount  market  was  greatly  increased.  In  addition  to 
this  competition  on  the  part  of  banks  of  issue  that  had  not 
entered  into  the  agreement  and  of  other  banks,  there  was 
the  competition  of  various  governmental  managements 
which  endeavored  to  invest  their  available  cash  assets  in 
discount  bills,  while  on  the  other  hand  the  commerical 
depression  since  the  beginning  of  1901  caused  a  decrease 
in  the  discount  material.  The  position  of  those  banks 
that  had  remained  faithful  to  the  agreement  became  so 
difficult  that  a  new  revision  of  the  regulations  was  decided 
upon,  which  should  give  the  various  banks  greater  free- 
dom of  action.  This  plan  of  compromise  was,  however, 
frustrated  by  a  large  number  of  banks  showing  their  dis- 
like of  the  agreement,  and  in  the  general  meeting  of  the 
banks  of  issue  on  November  23,  1901,  the  stipulations 
respecting  the  minimum  rate  of  discount  were  entirely 
abolished  and  the  old  state  of  freedom  from  all  restriction 
was  thus  reestabUshed. 

Nothing  much  could  be  done  to  alter  this  state  of  affairs 
by  the  "loyal"  banks  adopting  a  private  understanding, 
which  was  ratified  in  a  general  assembly  of  the  banks  of 
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issue  held  at  Basle  in  1905.  This  understanding,  which 
had  no  binding  character,  comprised  in  September,  1905, 
20  of  the  36  banks  of  issue,  among  which  there  were  several 
large  institutions,  but  thei;e  were  other  large  banks  which 
did  not  join.  The  understanding  fixed  a  uniform  private 
rate  for  the  banks  entering  into  it,  but  it  left  them  free  to 
reduce  the  rate  in  discount  transactions  among  themselves, 
and  also  for  first-class  commercial  paper,  to  one-fourth 
of  I  per  cent  below  the  uniform  private  rate. 

The  effects  of  these  conditions  upon  the  discount  busi- 
ness were  most  clearly  shown  in  the  actual  course  of 
the  discount  rates.  There  are  two  things  which,  from 
this  standpoint,  deserve  particular  attention.  The  first  is 
the  fact  that  it  was  possible,  at  times,  to  discount  in  the 
open  money  market  in  Switzerland  at  a  lower  rate  than 
in  Paris,  Berlin,  or  London,  without  there  being  any  reason 
for  this  except  the  competition  of  the- banks  among  them- 
selves. The  second  is  that  the  relation  between  the 
average  rate  of  discount  and  the  average  rate  of  profit  on 
bill  investments  was  quite .  different  in  Switzerland  from 
what  it  was  in  the  great  note-issuing  banks.  For  instance, 
while  the  profits  of  the  portfolio  of  the  Bank  of  France  as 
per  annual  report  of  1904  were  in  excess  of  the  average 
rate  of  discount  by  o.  1 7  per  cent,  the  profit-earning  capac- 
ity of  the  bill  portfolios  of  the  Swiss  banks  of  issue  was 
0.69  per  cent  below  the  average  rate  of  discount.  From 
this  it  may  at  least  be  inferred  that  in  Switzerland  a  much 
wider  range  of  bills  were  discounted  below  the  official  rate 
than,  for  instance,  in  France,  without  any  other  explanation 
being  possible  than  the  competition  between  the  banks. 
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These  three  principles  of  their  poUcy — the  underbidding 
of  each  other  on  the  discount  market,  the  investment  of 
large  sums  in  long-time  transactions,  and,  finally,  the  dis- 
counting of  bills  or  lending  on  collateral  security  below 
the  official  rate — made  it  possible  for  the  banks  to  keep 
a  larger  amount  of  their  notes  in  circulation  than  was  called 
for  by  the  real  requirements  of  business  in  Switzerland. 
This  they  could  only  achieve  at  the  cost  of  the  elasticity 
of  the  bank-note  circulation,  which  in  turn  made  it  impossi- 
ble to  place  at  the  disposal  of  the  money  market  larger 
sums  of  currency  at  times  of  increased  demand  for  money. 
The  following  table  will  prove  this  statement: 


Circulation. 

Swiss  banks  of  issue 
(millions  of  francs). 

German  Reichsbank  (millions  of 
marks). 

1890. 

1895. 

1904. 

1890. 

189s. 

1904. 

Average  circulation 

152-4 

179.2 

228.43 

983.88 

1.095.  59 

1,288.5s 

Highest  circulation- 

168.3 

189.9 

241. 23 

*.i3i.73 

1,320.08 

1,599.78 

Lowest  circulation 

144. 1 

169.5 

221.75 

886.0s 

968.21 

i.  137.9a 

Difference  between  high- 

est and  lowest 

24.2 

20.4 

19.48 

245.68 

351.87 

461.86 

This  difference  as  percent- 

age of  average  circula- 

tion 

15.92 

11.39 

8.54 

26.  19 

32.  13 

35.  84 

Putting  these  figures  side  by  side,  it  will  be  seen  at  a 
glance  that  the  development  of  the  Swiss  banks  takes  ex- 
actly the  opposite  direction  to  that  of  the  Reichsbank. 
"While  the  difference  between  highest  and  lowest  of  the 
bank-note  circulation  of  Swiss  banks  declined  from  15.9  per 
cent  to  8.5  per  cent  in  the  course  of  the  last  fourteen  years, 
the  figures  of  the  Reichsbank  show  an  increase  from  26.1 
per  cent  to  35.8  per  cent  within  the  same  period.  There 
can  be  no  difference  of  opinion  as  to  the  significance  of  this 
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change  when  one  recalls  the  undisputed  fact  that  it  is  one 
of  the  chief  aims  of  note-bank  policy  to  give  to  the  mone- 
tary circulation,  without  impairing  its  soundness,  a  greater 
elasticity  than  can  be  attained  by  means  of  a  purely  me- 
tallic currency.  The  variations  of  the  demand  for  money, 
in  longer  periods  as  well  as  in  the  course  of  each  separate 
year,  have  become  extremely  great  in  the  present  stage 
of  economic  development  as  compared  with  what  took 
place  in  former  times.  The  degree  in  which  it  is  possible 
for  a  bank  of  issue  to  meet  these  variations  of  demand 
depends  upon  the  degree  of  elasticity  of  its  note  circula- 
lation;  that  of  the  Swiss  banks  of  issue  declined  continu- 
ously from  year  to  year." 

"■  In  the  interest  of  accuracy,  it  should  be  mentioned  that  the  figures 
given  for  the  year  1904  can  not  be  regarded  as  a  fully  trustworthy  measure 
of  the  elasticity  of  the  Swiss  bank-note  circulation.  Already  in  the  second 
half  of  the  nineties  the  plan  was  proposed  in  banking  circles  of  backing  up 
the  discount  policy  by  a  direct  bank-note  policy,  in  the  fight  against  the 
unfavorable  rates  of  exchange.  In  times  of  great  demand  for  money — it 
was  held — the  banks  of  issue  possess  a  certain  control  over  the  money 
market  by  high  discount  rates;  when  the  demand  declines  the  rates  of 
discount  fall  also,  which  has  a  bad  influence  upon  the  rates  of  exchange. 
In  order  to  prevent  this  it  was  proposed  that  in  such  times  the  issues  of 
notes  should  be  reduced;  the  loss  thus  resulting  could  be  made  good  by 
fixing  higher  discount  rates.  This  suggestion  met  at  first  with  lively 
opposition,  especially  on  the  part  of  the  banks,  which  saw  their  profits 
threatened  in  that  way,  and  only  the  fact  of  the  exchange  rates  becoming 
more  and  more  unfavorable  induced  them  to  enter  into  a  special  under- 
standing, into  which  27  institutions  entered  on  the  occasion  of  the  general 
meeting,  held  at  Basle  on  June  9,  1900;  and  by  April,  1902,  all  the  banks  of 
issue  had  joined:  "  The  committee  is  empowered  to  put  a  restriction  upon 
the  aggregate  bank-note  circulation  whenever  the  general  position  of  the 
money  market  or  the  accumulation  of  notes  in  the  possession  of  banks  of 
issue  may  warrant  this  step.  Such  restriction  can  not  in  the  first  instance 
exceed  5  per  cent  of  the  authorized  issue  and  a  further  restriction  is  not 
admissible  until  four  weeks  have  elapsed  from  the  date  of  the  first  restric- 
tion, the  total  restriction  must  not  exceed  10  per  cent  of  the  authorized 
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Kalkmann  characterizes  this   poUcy  very  correctly  in 
the  following  words : 

Inasmuch  as  the  banks  of  issue,  at  a  time  of  small 
demand  for  currency,  press  the  largest  possible  amount 
of  their  notes  into  circulation,  they  render  themselves 
incapable  of  meeting  the  requirements  of  the  market  when 
larger  demands  set  in;  for  the  upper  limit  of  the  note 
circulation  is  rigid;  each  bank  is  obliged  to  confine  itself  to 
the  quota  allowed  to  it  by  the  Confederation.  Under  such 
conditions,  the  banks,  in  order  to  maintain  their  business 
connections,  are  obliged  to  make  use  of  their  specie  hold- 
ings, which,  since  their  stock  of  cash  is  generally  not  much 
above  the  legal  minimum,  is  far  from  agreeable.  In  order 
to  obtain  cash  they  present  each  other's  bank  notes  for 
redemption,  they  drive  specie  away  from  each  other,  and 
they  try  to  draw  specie  from  at  home  and  abroad.  There 
is  general  complaint  of  scarcity  of  bank  notes,  and  some 

issue."     The  following  figures  will  give  an  idea  of  how  these  arrangements 
were  carried  out  in  the  last  two  years,  1903-4. 
There  were  withdrawn  from  circulation: 


10  per  cent,  _ 
7.5  per  cent. 
5  per  cent — 
2.5  per  cent- 


Days. 
134 


Days, 


80 

186  ■ 

7 


It  is  not  our  intention  to  deny  the  favorable  effects  of  this  special  under- 
standing; but  on  the  other  hand  we  do  not  place  a  very  high  value  upon  it, 
as  it  is  an  arrangement  of  a  voluntary  character  only  and  any  bank  can 
withdraw  from  it  at  any  time,  and  past  experiences  with  voluntary  agree- 
ments of  this  kind  on  the  part  of  the  Swiss  banks  of  issue  justify  the  fear 
that  the  agreement  may  fail  to  work  at  the  very  moment  when  it  is  most 
urgently  needed, 
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banks  regard  this  as  showing  the  necessity  of  increasing 
their  share,  or  authorized  {dotation)  capital,  so  as  to 
receive  from  the  federal  authorities  the  grant  of  an  in- 
creased bank-note  quota.  Then  the  game  begins  afresh; 
the  new  notes  must  be  put  into  circulation  and  must  be 
held  there,  and  this  generally  at  a  time  when  the  demand 
for  currency  has  diminished;  the  banks  again  underbid 
each  other  in  low  discount  rates;  capital  and  gold  go  out 
of  the  country;  and  if  then  an  increased  commercial 
activity  demands  a  larger  circulation,  a  deficiency  of  notes 
is  felt,  which,  in  turn,  gives  the  signal  for  a  new  increase 
of  the  issues.  Consequently,  Switzerland  has  always  too 
much  money  when  she  does  not  want  any,  and  no  money 
when  she  requires  it.  It  is  the  same  story  for  the  last 
fifteen  years;  in  the  first  half  of  the  year  superfluity  of 
money  and  in  the  second  half  of  the  year  scarcity  of  notes. 
Year  by  year  the  issues  are  augmented;  year  by  year  the 
effective  and  the  uncovered  note  circulation  increase,  and 
year  by  year  the  exchange  rate  on  France,  whose  discount 
rate  is  very  stable,  is  considerably  worse  in  the  first  half 
year  than  in  the  second. 

After  this  survey  of  the  development  of  the  Swiss  note- 
bank  system  under  the  act  of  March  8,  1881,  we  will 
discuss  two  sides  of  the  question  before  we  pass  an  opinion 
on  the  law  itself  and  its  effects;  we  will  study  the  degree 
of  liquidity  of  the  Swiss  banks  of  issue  and  then  consider 
the  question  whether  and  to  what  extent  they  were  able 
to  fulfill  the  highest  task  of  a  bank  of  issue,  namely,  to 
uplift  and  defend  the  exchange  rates  of  its  country. 
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SECTION  II.— SOLVENCY. 

Particulars  of  cover  of  the  Swiss  banks  of  issue  as  shown  in  the  general  bal- 
ance sheets  of  December  31  of  the  years  1885  and  1^04. 

[In  millions  of  francs.] 


188s. 

J904. 

UAEIUTIES. 

83 
89 
39 

140 

Other  short-time  debts 

21S 

121 

Total  cash  liabilities 

210 

479 

ASSETS. 

13 
19 

Other  cash  assets  and  short-time  claims-- 

74 

32 
191 

232 

Total  banking  cover                           _  _ 

223 

323 

-_per  cent__ 

d  the  short- 

ner  cent 

Cover  in  available  cash  for  the  uncovered  circulation.  _ 

Cover  in  available  cash  for  the  uncovered  circulation  an 

time  liabilities          

16 
6 

IS 
106 

12 
0  5 

Cover  in  available  cash  and  short-time  claims  for  total  cash  liabili- 
ties --    -_      oer  cent 

19 

Total  banking  cover  for  total  cash  liabilities 

do 

67 

a  This  should  be  4. — Translator. 
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As  a  supplement  to  the  foregoing  figures,  we  add  a  con- 
spectus of  the  joint  statement  of  the  Swiss  banks  of  issue 
on  December  31,1 904,  prepared  on  different  principles  from 
the  foregoing  table.  In  the  first  table,  in  accordance  with 
the  requirements  of  the  bank  law,  40  per  cent  of  the  note 
circulation,  which  was  not  at  the  free  disposal  of  the  banks, 
was  deducted  from  the  total  cash  assets  and  the  same 
amount  was  deducted  from  the  total  of  the  note  circula- 
tion. In  the  second  table  this  item  has  been  duly  brought 
into  the  account  on  both  sides,  which  makes  it  possible 
plainly  to  preceive  the  effects  of  the  legal  requirements  in 
question  upon  the  liquidity  of  the  banks.  Moreover,  it 
appeared  to  us  desirable  not  to  content  ourselves  with 
simply  reproducing  the  general  balance  sheet  of  all  the 
36  banks,  as  drawn  up  by  the  board  of  note-bank  inspect- 
ors ;  this  general  balance  has  been  supplemented  by  three 
additional  ones,  made  up  from  the  various  annual  balance 
sheets  of  the  separate  banks,  each  of  which  permits  a 
judgment  to  be  formed  concerning  one  of  the  three  legally 
admissible  classes  of  banks. 

Conditions  of  cover  according  to  the  general  statement  of  December  31,  1904. 


Nature  of  cover  of  notes. 

All  banks. 

Cantonal 

guaranties. 

Stock 
deposits. 

Bill  port- 
folio. 

A. 
Cover  by  cash  funds— 

Per  cent. 

Per  cent. 

Per  cent. 

Per  cent. 

47.80 

Of  the  note  circulation  and  the 

17.  24 

16.  52 

33-  65 

19.85 

Of  all  debts  to  third  parties -  - 

S.60 

4.  19 

3291 

6.97 

Cover  by  cash  funds,  by  other  cash  as- 

sets, and  by  short-time  claims — 

Of  the  note  circulation  and  the 

30.  r9 

33.  71 

43.03 

32.  71 

Of  all  debts  to  third  parties 

9-79 

8.56 

42.09 

11.49 
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Conditions  of  cover  according  to  the  general  statement  of  December  31,  J904- 

Continued. 


Nature  of  cover  of  notes. 

All  banks. 

Cantonal 
guaranties. 

Stock 
deposits. 

Bill  port- 
folio. 

Banking  cover — 

Of  the  note  circulation  and  tlie 

Per  cent. 

Per  cent. 

Per  cent. 

Per  cent. 

short-time  liabilities. 

68.97 

66.49 

93-  17 

72.  61 

Of  all  debts  to  third  parties 

B. 

After  deductine  the  40  per  cent  from 

32.36 

16.  88 

91.14 

»S-Sa 

the  note  circulation  and  from  the  cash 

assets: 

Cover  by  available  cash  funds  of 

the    note    circulation    and    the 

short-time   liabilities 

12 

11.  54 

39,  09 

14.  iS 

Cover  by  cash  funds  and  short- 

time  claims  of  the  note  circula- 

tion and  the  short-time  liabil- 

ities  -   .._      ..- 

23.  01 

31-54 

42.7s 

29.70 

The  above  figures  appear  to  us  worthy  of  attention  in 
more  than  one  respect.  Above  all,  the  fact  forces  itself 
upon  our  notice  that  the  banking  cover  for  all  short-time 
liabilities  decreased  from  106  per  cent  to  67  per  cent,  and 
that  the  increase  of  the  item  "available  cash  and  short- 
time  claims"  was  slower  by  about  one-half  than  that  of 
the  items  "uncovered  bank-note  circulation"  and  "short- 
time  liabilities."  Another  important  point  is  that  within 
the  last-named  item  it  was  precisely  the  short-time  part 
of  the  savings-bank  deposits  that  showed  the  greatest 
augmentation,  which  gives  a  less  favorable  impression  as 
regards  the  quality  of  the  cover  than  would  be  derived 
from  a  merely  quantitative  consideration  of  the  ratio  of  the 
figures. 

As  was  to  be  expected,  conditions  varied  very  much  as 
between  the  different  classes  of  banks.     While  the  banks 
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that  covered  by  bills  the  60  per  cent  of  their  circulation 
not  secured  by  specie  approached  in  every  respect  the 
condition  which  may  be  designated  as  the  normal  condi- 
tion of  a  bank  of  issue,  the  banks  that  covered  by  cantonal 
guaranties  deviated  most  from  this  normal  condition. 
With  the  former  33.65  per  cent  of  their  bank  notes  and  all 
other  short-time  UabiUties  are  covered  by  specie  and  with 
the  latter  17.24  per  cent;  the  metallic  cover  for  all  liabih- 
ties  to  third  parties  reaches  33  per  cent  with  the  former 
and  only  5.6  per  cent  with  the  latter;  the  banking  cover 
for  all  debts  to  third  parties  is  91.14  per  cent  with  the 
former  and  only  22.36  per  cent  with  the  latter.  After 
taking  ofE  the  legally  fixed  40  per  cent  of  the  note  circula- 
tion from  the  total  of  the  cash  assets,  the  remaining  60 
per  cent  of  the  circulation  and  the  short-time  liabiHties 
show  a  metallic  cover  of  29.19  per  cent  in  the  case  of  the 
bill  banks  and  only  12  per  cent  in  the  case  of  the  banks 
with  cantonal  guaranty. 

These  dissimilarities  were  not  only  a  menace  to  partic- 
ular weak  banks,  but  they  actually  endangered  the  entire 
system  of  the  Swiss  banks  of  issue.  When  some  of  the 
banks  with  immediate  liabihties  of  hundreds  of  thousands 
of  francs  had  available'  cash  assets  of  only  a  few  thousand 
francs,  not  only  did  their  own  solvency  become  question- 
able but  they  endangered  the  situation  of  all  the  banks; 
for  it  can  not  be  doubted  that  if  a  single  bank  had  been 
forced  to  suspend  payments,  even  if  only  for  a  short  while, 
the  effects  of  this  disaster  would  have  been  felt  by  all  the 
other  banks,  and  this  to  such  an  extent  that  even  banks 
most  fully  provided  with  cash  assets  would  have  experi- 
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enced,  if  only  temporarily,  difficulties  in  promptly  meeting 
their  obligations. 

Let  us  once  more  look  into  the  figures  of  the  joint  state- 
ment' of  all  the  banks,  and  the  fact  will  at  once  strike  us 
that  for  every  loo  francs  of  assets  only  6.59  is  represented 
by  cash,  11.94  by  bills,  and  nearly  all  the  remainder  by 
investments  of  a  long-time  character;  among  which  again 
69  per  cent  consist?  of  investments  that  are  the  most  diffi- 
cult to  realize  on,  namely  mortgage  investments,  which 
are  the  main  part  of  the  item  "other  long-time  claims." 
It must  also  be  borne  in  mind  that  the  composition  of  the 
investments  differed  in  the  several  classes  of  banks.  In 
banks  that  cover  their  notes  by  bills,  out  of  every  100 
francs  of  assets  61.03  3-re  banking  cover,  while  8.67  are 
stocks,  and  of  the  remaining  30.30  only  14.17  consist  of 
"other  time  claims;"  but  banks  with  cantonal  guaran- 
ties only  show  19.5  per  cent  banking  cover,  the  invest- 
ments in  stocks  account  for  another  8.98  per  cent,  and  the 
remainder  of  67.67  per  cent  consists  of  "other  time 
claims"  and  principally  of  mortgage  investments.  Be- 
tween these  two  categories,  both  in  respect  of  their  impor- 
tance and  their  condition,  were  the  banks  which  secured 
their  note  holders  by  depositing  stocks  for  the  60  per 
cent  of  their  issue  which  was  not  covered  by  specie. 

In  order  to  make  possible  a  conclusive  judgment  on 
these  figures,  we  set  side  by  side  with  the  joint  statement 
of  the  Swiss  bahks  of  issue  for  the  31st  of  December,  1886 
and  1904,  those  of  the  German  Reichsbank  and  the  Belgian 
National  Bank  of  the  same  dates,  that  of  the  Bank  of 
France  of  24th  December,  1886  and  1904,  and  that  of  the 
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Bank  of  Holland  for  March  31,  1886  and  1905  (see  tables, 
pages  58-60) . 

What  is  first  of  all  forced  upon  our  notice  on  examining 
these  figures  is  that  the  ratio  of  cover  suffered  diminution 
all  along  the  line.  With  the  Swiss  banks  of  issue  the 
metallic  cover  fell  from  53  to  49  per  cent;  with  the  Reichs- 
bank  from  66  to  58  per  cent;  with  the  Belgian  National 
Bank  from  27  to  17  per  cent,  and  with  the  Bank  of  Hol- 
land from  77  to  58  per  cent;  further,  the  banking  cover 
for  short-time  liabilities  fell  from  11 1  to  71  per  cent  with 
the  Swiss  banks  of  issue;  with  the  Reichsbank  from  96  to 
89  per  cent;  with  the  Bank  of  France  from  87  to  86  per 
cent,  and  with  the  Belgian  National  Bank  from  95  to  94 
per  cent.  If  we  ask  after  the  causes  of  these  changes  we 
get  an  answer  the  significance  of  which,  as  bearing  on 
the  condition  of  the  bank,  is  different  for  the  different 
institutions.  We  thus  learn  that  the  Belgian  National 
Bank,  which  occupies  a  unique  position  in  more  than  one 
respect,  may  hold  a  large  part  of  its  special  note  cover  in 
foreign  bills  instead  of  in  legal  cash  or  bullion;  we  may 
likewise  pass  over  the  Bank  of  Holland,  for  which  the  de- 
viations are  very  slight  and  the  condition  of  which,  more- 
over, shows  no  important  changes.  There  remain  con- 
sequently the  Swiss  banks  of  issue,  the  Bank  of  France,  and 
the  Reichsbank,  for  which  this  fall  in  the  ratio  of  cover 
calls  for  explanation.  A  glance  at  the  tables  suffices  to 
give  the  answer.  The  cause  of  this  deviation  in  the  case 
of  the  Reichsbank,  as  well  as  of  the  Bank  of  France,  lies 
in  the  fact  that  the  extraordinary  increase  in  the  transfer 
transactions    necessitates    large   sums    of   cash    deposits 
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which  do  not  bear  interest.  This  causes  a  very  consid- 
erable increase  on  the  debit  side  of  the  balance  sheet  under 
the  head  of  demand  liabilities,  while  on  the  other  side  of 
the  balance  sheet  there  is  no  corresponding  increase  in 
constantly  available  funds;  nor  is  it  necessary,  on  bank- 
ing principles,  that  such  increase  should  take  place  in  the 
same  degree  as  in  the  case  of  bank  notes.  For  it  is  exactly 
this  transfer  business,  carried  on  by  means  of  these  non- 
interest-bearing  deposits,  which  continually  enlarges  the 
difference  between  the  total  turn-over  on  the  one  hand 
and  the  total  of  the  currency  funds  needed  for  this  turn- 
over on  the  other,  and  which,  therefore,  renders  it  possible 
for  the  bank  to  alter  the  composition  of  its  banking  cover 
in  favor  of  its  bill  portfolio  as  against  its  cash  holdings. 
For  every  lOO  francs  of  the  assets  which  served  as  recog- 
nized cover,  the  amount  of  cash  in  the  vaults  of  the  Ger- 
man Reichsbank  was  53  francs  in  1886  and  47  francs  in 
1904;  in  the  same  period  the  proportion  of  the  bill  port- 
folio to  the  total  assets  increased  from  38  to  41  per  cent. 
The  explanation  respecting  the  Swiss  banks  of  issue  is, 
however,  of  a  different  nature.  With  a  few  exceptions 
the  deposit-and-transfer  business  is  not  carried  on  by 
these  banks,  and  it  can  therefore  be  assumed  at  the 
outset  that  not  the  same  factors  account  for  the  de- 
viation in  the  composition  of  their  cover  as  in  the  case  of 
the  banks  previously  dealt  with.  With  them  the  cause 
lies,  on  the  one  hand,  in  a  development  of  the  composition 
of  investments  entirely  different  from  that  in  the  case  of 
the  other  banks  and,  on  the  other  hand,  in  the  development 
of  their  liabilitv  transactions.     It  is  true  that  the  total 
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of  their  cash  funds  and  their  available  outstanding  debts 
rose  from  96,000,000  to  179,000,000  francs  (or  nearly 
doubled) ,  but,  on  the  other  hand,  the  total  of  the  note  cir- 
culation and  the  aggregate  of  the  demand  liabilities  more 
than  doubled  in  the  same  period,  while  the  bill  portfolio 
increased  only  from  203,000,000  to  231,000,000  francs, 
and  consequently  the  banking  cover  for  short-time  obli- 
gations fell  from  11 1  per  cent  in  the  year  1886  to  71  per 
cent  in  the  year  1904.  The  entirely  different  character 
of  these  changes  is  clearly  brought  to  Ught  by  the  fact 
that,  while  the  banking  cover  of  the  bank  notes  in  the  case 
of  the  Reichsbank  was  124  per  cent  in  1886  and  123.5  per 
cent  in  1904,  the  corresponding  figures  for  the  Swiss  banks 
of  issue  were  223  per  cent  for  1886  and  only  175  per  cent 
for  1904,  and  though  the  notes  of  the  Reichsbank  are  still 
72  per  cent  of  all  the  short-time  liabilities  those  of  the  Swiss 
banks  of  issue  are  only  41  per  cent.  We  see,  likewise,  on 
the  side  of  assets  the  most  unfavorable  composition  in 
the  Swiss  banks  of  issue.  For  every  100  francs  of  assets 
the  Reichsbank  shows  80  per  cent  in  regular  banking  cover, 
the  Bank  of  France  82  per  cent,  the  Belgian  National 
Bank  84  per  cent,  the  Bank  of  Holland  83  per  cent,  and 
the  Swiss  banks  of  issue  only  21.5  per  cent. 

The  only  bright  side  which  the  Swiss  banks  of  issue 
present  is  the  ratio  of  their  own  means  (share  capital  and 
surplus)  to  their  liabiUties  to  third  parties;  this  can  be 
explained  by  the  fact  that  the  law  of  March  8,  1881,  put 
the  limit  of  the  issue  of  notes  of  each  bank  at  double  the 
amount  of  its  share  capital  or  authorized  capital,  which 
brought  about  in  the  course  of  time  a  large  increase  in  the 
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amount  of  banking  capital.  The  amounts  owned  by  the 
banks  form  about  14  per  cent  of  the  UabiUties  of  the  Swiss 
banks  of  issue,  with  the  German  Reichsbank  only  about 
ID  per  cent  and.  with  the  Bank  of  France  only  a  little  over 
4  per  cent.  It  is  altogether  beyond  the  range  of  proba- 
bility, even  if  we  take  a  very  pessimistic  view,  that  one- 
seventh  of  all  the  assets  of  the  Swiss  banks  of  issue  could  be 
permanently  lost,  and  for  so  much  as  this  their  own  means 
furnish  security.  The  ultimate  solvency  of  the  banks, 
which  was  foremost  in  the  minds  of  the  legislators  in  the 
year  1881,  appears  to  be  asstu-ed  beyond  all  doubt.  This 
conclusion  will  not  be  impaired  upon  an  examination  of 
the  various  items  as  regards  their  realizability.  In  point 
of  fact,  it  has  never  been  questioned. 

As  regards  the  other  points  in  question,  our  comparison 
shows  the  following  results:  (i)  As  regards  the  cover  in 
specie  for  the  note  circulation,  the  Swiss  banks  of  issue  rank 
behind  the  German  Reichsbank,  the  Bank  of  France,  and 
the  Bank  of  Holland;  only  the  Belgian  National  Bank 
shows  a  still  more  unfavorable  proportion.  (2)  As  regards 
the  cover  in  specie  for  all  the  short-time  liabilities,  the 
Swiss  banks  also  take  the  fourth  place  and  are  only  ahead 
of  the  Belgian  National  Bank  in  this  respect  also.  (3)  As 
regards  the  metallic  cover  for  all  liabilities  to  third  parties, 
the  Swiss  banks  of  issue  take  lowest  rank;  with  them  it 
is  7  per  cent;  with  the  Belgian  National  Bank  it  is  15  per 
cent;  with  the  German  Reichsbank  42  per  cent;  with  the 
Bank  of  Holland  55  per  cent,  and  with  the  Bank  of  France 
74  per  cent.  (4)  As  regards  regular  banking  cover  for  all 
liabilities,  the  Swiss  banks  of  issue  again  take  last  place, 
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and  the  difference  between  them  and  the  other  banks 
named  is  greatest  here;  it  is  25  per  cent  against  a  cover 
varying  from  86  to  91  per  cent  in  the  case  of  the  other 
four  banks. 

We  may  sum  up  the  result  of  these  investigations  as 
follows:  The  object  of  the  act  of  March  8,  1881,  to  save 
the  note  holders  from  ultimate  loss  has  been  achieved  to  the 
fullest  extent.  Since  this  law  entered  into  force  the  Swiss 
banks  of  issue  have  departed  more  and  more  from  the 
normal  condition  of  a  bank  of  issue,  which  assures  not  only 
the  ultimate  solvency  of  the  bank,  but  also  its  actual  sol- 
vency at  all  times. 

SECTION  III.— EXCHANGE  POLICY. 

The  cotuse  of  Swiss  exchange  is  most  clearly  illustrated, 
in  the  development  of  the  rate  for  bills  on  Paris.  Paris 
is  the  center  where  the  largest  engagements  of  Swiss 
commerce  and  industry  are  settled  for  international  and 
especially  over-sea  transactions.  Most  of  the  supplies  of 
com,  cotton,  silk,  coffee,  oil,  petroleum,  etc.,  which  come 
from  Italy,  North  and  South  America,  Roumania,  or 
Russia,  can  be  paid  for  only  by  drafts  on  Paris.  I<'or  a  part 
of  these  supplies,  indeed,  especially  from  India  and  South 
America,  payment  is  due  in  London,  but  in  reality  this 
is  almost  always  effected  through  the  agency  of  the  Paris 
market.  If  we  now  study  the  development  of  the  French 
exchange  rate  we  obtain  a  surprisingly  unfavorable 
picture. 
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Rates  of  exchange. 


Average. 

Lowest. 

lOO. 14 

99.90 

100. 16 

100. 00 

100. 22 

100. 00 

100. 10 

99.8s 

100. 13 

99-90 

100. 04 

99.89 

100. 10 

99-85 

100.  24 

99-85 

100.35 

100. 00 

100.36 

100. 12 

roo. 49 

100. 22 

100. 54 

100. 29 

100. 14 

99-75 

100.30 

99-97 

100. 04 

99.82 

100. IS 

99.8s 

Highest. 


1889, 
1890. 
1891. 
JS92. 
1893. 
J894. 
1895 
1896. 
1897. 
1898. 
1899 
1900 
i9or 
1902 
1903 
1904 


100. 32 
100. 32 
IOO-4S 
100.31 
100.39 
100. 26 
100.34 
100. 48 

100. 69 
100. 71 
100. So 
100.  80 
100. 52 

100. 70 
100. 23 
100.  so 


These  figures  speak  very  plainly  indeed.  They  prove 
that  the  exchange  rate  for  bills  on  Paris  had  a  continual 
upward  tendency  from  the  year  1894  to  the  year  1900, 
inclusive.  It  attained  in  the  year  1900  an  average  height 
which  is  higher  than  the  maximum  rate  of  the  years  1889 
to  1896,  and  even  the  lowest  rate  of  the  year  1900  is  above 
the  gold  point  and  is  higher  than  the  average  rate  of  the 
years  1889  to  1896,  inclusive.  "With  the  year  1901  an 
improvement  of  the  situation  set  in.  At  the  end  of  Feb- 
ruary, 1 90 1,  the  rate  for  Paris  fell  below  the  gold  point — 
a  thing  which  had  not  occurred  for  fully  two  and  one-half 
years.  The  reason  that  since  then  the  line  of  development 
differs  from  that  up  to  1900  is  that  in  the  years  1 901-2 
and  1902-3  large  amounts  of  Swiss  investments  were 
placed  in  France,  and  this  resulted  in  the  import  of  large 
sums  of  cash  funds  from  France  into  Switzerland;  and  that 
since  1904  an  increased  demand  for  Swiss  bills,  producing 
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a  like  effect,  made  itself  manifest  in  France;  and  this  in  turn 
is  explained  by  the  fact  that  the  French  money  market  was 
in  an  abnormal  condition,  chiefly  owing  to  the  effects  of 
having  large  deposits  for  Russian  war  loans  lying  in  Paris. 
The  actual  issue  of  these  war-loan  bonds  had  to  be  delayed, 
although  interest  was  being  paid  thereon,  and  these 
deposits  were  consequently  used  for  profit-earning  tran- 
sactions. 

If  we  now  proceed  to  compare  the  rate  of  exchange  on 
Paris  with  that  on  lyondon  and  that  on  the  German  bank- 
ing centers  we  shall  find  that  there  exists  a  parallelism 
between  the  two  latter  rates  and  the  first  named. 

Yearly  average  rate  of  exchange  for  bills  on  foreign  banking  centers. 


1892. 
1893- 
1894- 
189s- 
1896- 
1897- 
1898- 
1899- 
igoo- 
igoi- 

I902_ 

1903- 
1904- 


Paris.* 

Irfjndon.fi 

100. 13 

100. 72 

loc^.  13 

100. 84 

100. 04 

100. 64 

100. 10 

100. 96 

100. 24 

100. 92 

100.3s 

100. 92 

100.36 

101.40 

100. 49 

101.32 

100. 54 

loi. 04 

100. 14 

100. 76 

100.30 

100.88 

100. 04 

100. 60 

100. 15 

100. 72 

German 

bank 
centers,  c 


123-54 
123- 63 
123-38 
123-51 
123.71 
123.88 
124.06 
123. 91 
123.  48 
123-33 
123- 29 
123. 06 
123.36 


a  I' or  100  francs. 


'  For  £4. 


''For  100  marks. 


An  explanation  of  this  upward  tendency  of  the  foreign 
exchange  rates  has  been  sought  chiefly  in  the  long- 
continued  rise  of  the  adverse  balance  of  trade  of  Switzer- 
land, and  the  consequent  unfavorable  condition  of  the 
balance  of  international  payments.. 
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It  is  known  that  Switzerland's  balance  of  trade  grew 
materially  worse  in  the  years  from  1885  to  about  1900. 
Several  of  the  surrounding  States  adopted  protective 
tariffs,  and  as  a  result  many  articles  could  no  longer  be 
exported  in  the  same  quantities,  or  not  ^t  all,  to  either 
Germany,  France,  Austria,  or  Italy.  On  the  other  hand, 
the  imports  of  foreign  products  continually  increased,  and 
it  was  inevitable  that  the  adverse  balance  of  trade  should 
grow  steadily  greater.  The  excess  of  imports,  which  was 
only  47,000,000  francs  in  1885,  had  increased  by  1899  to 
363,000,000.  In  order  to  judge  these  figures  properly,  we 
must  not  lose  sight  of  the  fact  that  the  increase  in  the 
excess  of  imports  is  only  due  in  a  very  small  degree  to  an 
increased  import  of  manufactured  articles ;  it  is  chiefly  due 
to  the  fact  that  in  the  second  part  of  the  nineties  there  was 
a  very  considerable  expansion  of  Swiss  commerce  and 
industry,  which  brought  about  the  investment  of  large 
sums  in  foreign  machinery,  etc.,  increased  activity  in  the 
building  trades,  and  a  very  greatly  increased  demand  for 
foreign  raw  and  partly  finished  materials.  And  we  can 
already  see  the  fruit  of  the  establishment  of  new  industries 
and  the  development  of  those  already  existing.  Since  the 
middle  of  1898  the  exports  of  Switzerland  have  uninter- 
ruptedly increasfed  from  quarter  to  quarter;  the  excess  of 
imports  fell  from  363,000,000  francs  in  1899  to  254,000,000 
in  1902 ;  since  then  it  has  again  shown  an  upward  tendency, 
chiefly  owing  to  the  rising  tide  in  general  business. 

If  we  now  compare  the  course  of  the  balance  of  trade 
with  that  of  the  rate  of  French  exchange,  we  can  not  help 
discovering  a  certain  parallelism  between  the  two  series  of 
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figures  concerned.  The  parallelism  can  not,  of  course,  be 
uniformly  the  same  throughout,  as  the  rate  of  exchange  on 
France  was  also  influenced  by  other  factors,  which  will 
be  dealt  with  further  on. 


[In  millions 

of  francs.] 

Year. 

Imports. 

Exports. 

■    Excess  of 
imports. 

Per  cent  of 
excess. 

Average  rate 

of  exchange 

for  bills 

on  Paris. 

1895 

915.85 
993.85 

663.36 
668.26 
693. 17 
723.82 
796.  or 
836.08 
836.56 
874.30 
888.52 
891.47 

252.49 
305.59 
338.04 
341.47 
363.93 
275.03 
213.43 
254. 21 
307.64 
348.60 

38.  i 

1 
100. 10 

1896 

45 
48 
47 
31 
32 
25 
28 
34 
38 

7 
8 

5 
8 
5 
8 
6 
8 

1897 

100. 35 

065. 30 
159.94 
III. II 
050.00 
128.51 
196. 16 

1899 

100. 49 

100. 14 

100. 04 

There  can  be  no  doubt  that  this  parallelism  is  due 
to  a  causal  connection  between  the  two  phenomena — 
the  change  in  the  balance  of  trade  and  the  course  of  for- 
eign exchange.  From  this  indisputable  fact  a  "theory 
of  indebtedness"  (Verschuldungstheorie)  was  deduced, 
which  was  intended  to  furnish  a  complete  explanation  of 
the  unfavorable  state  of  foreign  exchange,  and  which  was 
best  presented  by  Doctor  Geering,  who  laid  special  stress 
on  the  merchandise  balance;  he  looked  upon  the  mer- 
chandise balance  as  that  part  of  the  balance  of  payments 
which  was  statistically  most  readily  ascertainable,  and 
which  was  for  Switzerland  by  far  the  most  important; 
and  he  did  not  hesitate  to  declare  that  the  course  of  the 
Swiss  exchange  rates  was  in  great  measure,  if  not  exclu- 
sively, dependent  on  the  balance  of  trade. 
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Toward  the  end  of  the  nineties  persons  who  were  skep- 
tical about  the  Geering  theory,  mostly  on  account  of  the 
Paris  rate  of  exchange  remaining  steadily  above  the  gold 
point,  made  themselves  heard.  The  annual  report  of  the 
Swiss  Handels-  und  Industrieverein  for  the  year  1898 
observes:  "It  almost  seems  as  though  the  unfavorable 
balance  of  Switzerland's  international  trade  no  longer 
sufficed  to  explain  the  unfavorable  condition  of  foreign 
exchange."  Subsequent  developments  do  not  support 
Doctor  Geering's  theory,  as  even  after  the  unprecedented 
improvement  of  the  Swiss  balance  of  trade  which  set  in 
in  the  years  1899  and  1900  the  yearly  average  rate  of 
exchange  on  Paris  showed  no  corresponding  decrease,  and 
its  course  since  1901,  as  above  shown,  can  not  be  com- 
pletely explained  by  the  improvement  in  the  balance  of 
trade. 

In  a  somewhat  different  manner  this  "theory  of  indebt- 
edness" was  presented  by  W.  Speiser,  who,  in  contrast, 
with  Geering,  laid  chief  stress  not  on  the  adverse  balance 
of  Switzerland  in  merchandise  transactions,  but  on  its, 
adverse  balance  in  the  international  movement  of  capital. 
He  expressed  the  opinion  that  the  indebtedness  of  Swit- 
zerland to  other  countries  was  due  to  the  large  share  which 
foreign,  and  especially  French,  capital  had  in  Swiss  enter- 
prises and  the  large  amount  of  Swiss  securities  placed 
abroad,  particularly  in  France.  The  French  capital 
which  was  released  through  the  stagnation  of  enterprise 
in  its  own  country  caused  by  M.  Mdline's  economic  policy, 
was  placed  abroad,  partly  in  temporary,  partly  in  perma- 
nent investments,  and  for  a  number  of  political  and  his- 
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torical  reasons  fotind  its  way  into  Switzerland  in  specially 
large  measure.  The  payments  of  interest  and  dividends 
on  these  investments  which  had  to  be  remitted  to  France, 
and  also  occasional  repayments  of  capital  sums,  very 
greatly  increased  the  extent  of  the  payments  to  France 
and  as  a  consequence  affected  the  rate  of  exchange  for 
foreign  bills. 

A  point  which  speaks  from  the  very  first  against  the 
"theory  of  indebtedness"  as  presented  in  the  views  of 
Geering,  is  the  fact  that  if  Swiss  business  had  really  made 
such  considerable  deficits  year  after  year  as  would  account 
for  the  high  rate  of  exchange  in  accordance  with  this 
theory,  this  could  not  have  been  without  effect  on  the 
country  itself,  in  two  directions ;  it  would  necessarily  have 
brought  down  the  country's  taxable  capacity  and  it  would 
have  led  to  a  reduction  of  the  standard  of  life  of  the 
masses  of  the  people.  But  on  the  contrary  the  taxable 
capacity  of  nearly  every  canton  ha^all  along  been,  and 
still  is,  increasing,  and  it  would  be  difficult  to  show  that 
the  rising  demands  as  to  the  standard  of  life  have  not 
been  satisfied,  except  in  times  of  crisis. 

Quite  aside  from  this  indirect  argumentation,  the  two 
theories,  that  of  Geering  as  well  as  that  of  Speiser,  are 
untenable  for  the  simple  reason  that  they  do  not  really 
explain  the  phenomena  for  whose  explanation  they  were 
constructed.  Both  furnish  an  explanation  of  the  rising 
rate  for  foreign  bills,  but  neither  can  explain  the  fact  that 
the  yearly  average  rate  of  exchange  on  Paris  was  able  to 
maintain  itself  in  the  years  1896  to  1900  at  from  4  to  34 
points  above  the  gold  point — 4  in  1896  and  34  in  1900; 
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nor  why  the  maxima  stood  above  the  gold  point  for  a  long 
time  and  even  the  minima  in  the  years  1 899-1 900  did  not 
fall  below  the  gold  point. 

An  explanation  of  this  phenomena  was  given  for  the 
first  time  by  Kalkmann  in  his  Untersiichungen  iiber  das 
Geldwesen  der  Schweiz  und  die  Ursachen  des  hohen  Standes 
der  auswdrtigen  Wechselkurse,  which  has  been  subjected 
to  sharp  criticism,  but  has  never  yet  been  refuted. 
What  follows  is  based  in  the  main  on  Kalkmann's  dis- 
cussion of  the  subject. 

The  system  of  the  gold-premium  policy  of  the  Bank  of 
France  is  well  known;  it  is  also  known  that  this  gold- 
premium  policy  has  so  far  not  had  any  detrimental  effect 
in  France,  and  this  simply  for  the  reason  that  France  does 
not  really  need  such  a  policy  in  view  of  her  favorable 
balance  of  payments.  When,  at  times,  it  becomes  nec- 
essary to  make  large  payments  abroad,  it  is  easily  possible 
to  withdraw  gold  from  the  French  circulation,  which  is 
saturated  with  gold,  and  this  puts  a  limit  to  the  rise  of  the 
gold  premium;  whenever  an  unfavorable  condition  of  the 
international  money  market  has  been  long-continued,  the 
Bank  of  France  has  always  abandoned  its  gold-premium 
policy,  and  has  resorted  to  a  raising  of  the  rate  of  discount, 
as  the  gold-premium  policy  was  incapable  of  protecting 
the  stock  of  gold. 

The  effects  of  this  French  gold-premium  policy  are, 
however,  of  a  different  nature  as  far  as  Switzerland  is  con- 
cerned. As  a  member  of  the  Latin  Union,  Switzerland 
stands  in  very  close  relationship  with  the  French  money 
market,  but  as  a  result  of  the  constitution  of  her  banking 
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system   she   enjoys  the   disadvantages   but  not   the  ad- 
vantages of  this  relationship. 

For  a  number  of  years  preparations  have  been  under 
way  in  Switzerland  to  go  over  to  the  gold  standard  and, 
in  view  of  this  prospective  change  of  standard  and  the 
marked  depreciation  of  the  silver  5-franc  pieces,  the  banks 
have  found  it  desirable  to  get  rid  of  their  silver  holdings. 
While  the  total  of  their  metallic  reserves  increased  from 
57,000,000  to  115,000,000  francs  between  1883  and  1904, 
their  holdings  of  silver  fell  in  the  same  period  from 
35,000,000  to  11,600,000  francs,  and  actually  they  now 
form  only  about  10  per  cent  of  their  total  cash  holdings. 

Now,  there  are  two  considerations  which  influence  the 
banks,  in  spite  of  having  this  large  stock  of  gold — aside 
from  times  when  circumstances  are  peculiarly  favorable — 
not  to  put  any  gold  into  circulation,  and  which  lead  to  the 
result  that  variations  in  the  stock  of  metallic  money, 
above  all  in  critical  times,  take  place  almost  exclusively 
in  the  silver  holdings.  The  banks  hold  the  gold  tight,  so 
as  to  stand  ready  when  the,  gold  standard  is  introduced, 
and  moreover  they  are  more  or  less  forced  into  this  policy 
by  the  French  gold  premium. 

The  French  and  Swiss  gold  coins  and  silver  5-franc 
pieces  being  tmlimited  legal  tender  in  both  countries 
according  to  the  terms  of  the  Latin  coinage  agreement, 
French  commerce  would  settle  the  whole  of  its  obligations 
to  foreign  countries  by  way  of  Switzerland,  if  there  were  a 
premium  on  gold  in  France  and  at  the  same  time  it  was 
possible  to  obtain  gold  over  the  counter  in  Swiss  banks 
without   having   to   pay   a   premium;  the   international 
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arbitrage  business  would  not  fail  to  take  advantage  of 
such  a  state  of  affairs ;  silver  coins  would  be  imported  into 
Switzerland  from  France  in  order  to  be  exchanged  here 
at  par  for  gold  and  this  gold  would  then  be  imported  into 
France  and  sold  there  at  a  premium ;  and  these  operations 
would  be  repeated  until  the  gold  holdings  of  the  Swiss 
banks  had  melted  away  to  nothing.  If  Switzerland  is  in 
the  debt  of  either  Germany  or  England,  or  if  differences 
in  the  strain  of  the  Swiss  and  the  foreign  money  market 
cause  the  sending  of  capital  abroad  and  if  the  total  of  the 
payments  to  be  remitted  abroad  is  in  excess  of  the  for- 
eign bills  held  in  Switzerland,  then  the  missing  amount 
must  be  sent  off  in  gold.  But  since  precisely  in  such  times 
the  banks  of  issue  do  not  give  out  any  gold  at  par,  and  since 
gold  is  not  to  be  fotmd  in  the  channels  of  trade  and  can 
not,  therefore,  be  withdrawn  from  trade  as  in  France,  it 
follows  that  the  cost  of  the  export  of  gold  is  increased  by 
the  amount  of  the  gold  premium,  which  in  effect  is  equiv- 
alent to  the  raising  of  the  gold  point  by  the  same  amount 
As,  however,  it  is  always  possible  to  obtain  gold  from 
France  in  exchange  for  silver  coins  of  the  Latin  Union  by 
paying  the  gold  premium,  an  upper  limit  is  placed  upon 
the  rate  of  exchange  for  bills  on  any  of  the  states  that 
do  not  belong  to  the  Latin  Union.  This  maximum 
rate  of  exchange  can  always  be  ascertained  by  adding  to 
the  cost  of  sending  gold  from  France  to  the  country  that 
is  to  receive  the  payment,  and  of  exchanging  it  for  legal 
tender  currency  of  that  particular  state,  the  cost  of 
transporting  silver  coin  from  Switzerland  into  France  and 
the  premium  that  has  to  be  paid  in  Paris. 
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In  the  adhesion  of  Switzerland  to  the  Latin  coinage 
agreement  and  in  the  working  of  the  French  gold- 
premium  policy  is  accordingly  to  be  found  the  explanation 
of  the  rise  of  exchange  rates  upon  all  those  countries  that 
do  not  belong  to  the  Latin  Union  above  the  gold  point. 
The  question  now  arises,  How  can  it  be  explained  that 
the  rate  of  exchange  for  French  bills  also,  in  spite  of 
the  uniformity  of  standard,  has  stood  for  long  periods  so 
considerably  above  the  gold  point  ? 

Settlements  between  Switzerland  and  France  are 
generally  effected  by  sending  foreign  bills  and  checks  to 
France.  For  reasons  already  stated,  the  amount  payable 
to  Paris  is  generally  larger  than  that  receivable  by  Switzer- 
land, and  in  this  case  the  demand  for  bills  can  not  be 
covered  and  the  rate  for  French  bills  goes  up  rapidly. 
When  it  reaches  100.25  the  export  of  silver  to  France 
becomes  profitable. 

Most  of  the  great  banks  of  issue,  especially  the  German 
Reichsbank  and  the  Austro-Hungarian  Bank,  act  in 
similar  cases  in  the  following  manner:  They  throw  a  part 
of  the  foreign  bills  they  hold  in  their  portfolios  upon  the 
open  market  and  this  causes  a  depression  in  the  rate  of 
exchange,  and  the  danger  of  gold  export  is  for  the  moment 
averted.  The  depressing  effect  on  the  exchange  rate 
produced  by  the  sale  of  foreign  bills  on  the  part  of  the 
central  bank  is  supported  by  yet  another  factor:  Many 
years'  experience  having  shown  that  at  the  moment  when 
the  Reichsbank  begins  to  sell  English  bills,  for  instance,  the 
London  exchange  rate  has  already  reached  its  maximum 
and  that  a  further  increase  is  not  probable,  but  that  a  drop 
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in  the  rate  may  be  expected  with  certainty,  it  has  become 
an  estabUshed  custom  that  as  soon  as  the  Reichsbank  parts 
with  foreign  bills  other  banks  follow  suit  at  once,  well 
knowing  that  at  this  moment  the  best  rate  of  exchange  is 
obtainable.  In  consequence  of  this  increase  in  the  offers 
■of  foreign  bills,  the  rate  of  exchange  falls  as  a  matter  of 
course;  and  if  it  was  only  a  question  of  a  temporary  unfav- 
orable change  in  the  rate  of  exchange,  the  danger  of  an 
outflow  of*  gold  has  passed  without  the  Reichsbank 
having  found  it  necessary  to  raise  its  discount  rate. 

The  policy  pursued  by  the  Swiss  banks  of  issue  in  like 
cases  was  in  direct  opposition  to  this  policy.  The  cover 
in  specie,  as  previously  stated,  amounted  to  say  50  per 
cent  or  at  the  best  55  per  cent,  and  this  includes  the  40 
per,  cent  of  the  amount  of  the  circulation  which  could  not 
be  touched.  As  this  cover  in  specie,  moreover,  consisted  to 
the  extent  of  about  90  per  cent  of  gold  and  as  the  banks 
•did  not  wish  to  touch  this  gold,  fearing  that  it  would  be 
exported  to  France,  the  whole  of  the  Franco-Swiss  payment 
■operations  rested  in  reality  on  the  insignificant  stock  of 
;silver  that  was  split  up  among  the  thirty-six  banks.  When 
the  rate  on  Paris  exceeded  100.20  or  100.25  and  conse- 
quently silver  was  withdrawn  for  export,  then  the  Swiss 
banks  of  issue  had  to  buy  bills  on  France  in  order  not  to 
be  Entirely  without  available  ready  money  and  in  order 
to  reimport,  as  soon  as  possible,  the  silver  that  had  been 
drawn  from  them.  Accordingly  while  the  German  Reichs- 
bank and  the  Austro-Hungarian  Bank,  the  instant  the  gold 
point  is  passed,  o£fer  foreign  bills  for  sale  in  order  thereby 
to  depress  the  rate  of  exchange,  the  Swiss  banks  of  issue, 
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in  the  same  situation,  figured  as  buyers  of  foreign  bills 
and  by  their  purchases  drove  the  rate  of  exchange  still 
higher  up. 

This  explains  why  it  is  possible  for  the  Paris  exchange 
rate  to  get  beyond  the  gold  point  in  spite  of  the  uniformity 
of  the  currency;  the  reUef  of  the  bill  market  by  silver 
exports  was  counterbalanced  by  the  purchase  of  foreign 
bills  on  the  part  of  the  banks  of  issue.  There  was  no 
longer  any  upper  limit  for  the  French  exchange  rate, 
because  every  export  of  silver  to  France  created  an  in- 
creased demand  for  French  bills,  and  parallel  with  this  went 
the  rise  of  the  rate  of  exchange  for  these  bills.  As  the 
dependence  of  Swiss  exchange  rates  upon  the  height  of  the 
French  gold  premium  of  itself  goes  far  to  explain  why  the 
gold  point,  elsewhere  a  fixed  quantity,  has  in  Switzerland 
a  variable  character  and  rises  and  falls  with  the  Paris  gold- 
premium,  it  followed,  from  the  situation  just  depicted, 
that  the  gold  point  ceased  to  enter  at  all  into  the  determi- 
nation of  the  rate  of  exchange  for  Paris  bills,  and  the  Swiss 
currency  consequently  in  this  respect  took  on  the  character 
of  a  depreciated  paper  currency. 

It  was  not  long  before  speculators  began  to  turn  this 
situation  to  their  advantage.  We  do  not  refer  to  the  ex- 
port of  metallic  money  for  the  settlement  of  business  obli- 
gations, but  to  the  regular  business  of  sending  silver  5-franc 
pieces  across  the  French  frontier,  which  is  known  in  busi- 
ness circles  as  "Drainage."  The  entire  process  is  ex- 
tremely simple,  and  involves  no  risk  for  the  speculator.  It 
does  not  yield  a  large  profit,  but  the  profit  is  certain,  and 
through  the  possibility  of  frequent  repetitions  of  the  opera- 
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tion  may  be  made  very  considerable.  The  manipulation 
is  carried  out  in  the  following  manner:  The  speculator 
presents  at  the  counter  of  a  Swiss  bank  of  issue  Swiss  bank 
notes  and  demands  hard  cash  for  the  same,  which  the 
banks  are  legally  bound  to  furnish;  this  hard  money  he 
■dispatches  across  the  French  frontier,  where  it  is  also  legal 
tender.  He  exchanges  it  there  either  for  notes  of  the 
Bank  of  France  or  for  checks  on  Paris.  These  he  brings 
home  to  Switzerland,  where  he  never  has  any  difficulty  in 
■selling  them,  pocketing  a  larger  or  smaller  profit  accord- 
ing to  the  height  of  the  rate  of  exchange  for  bills  on  Paris. 
The  Swiss  bank  notes  received  in  payment  are  again  pre- 
sented at  the  counter  of  a  bank  of  issue  for  redemption  in 
hard  cash,  and  the  game  is  played  afresh.  The  "legiti- 
macy" of  this  "draining"  operation  could  not  be  ques- 
tioned, and  it  was  therefore  impossible  to  combat  it 
■directly;  and  the  minor  difficulties  placed  in  its  way  at 
first  by  the  banks  could  not  have  the  sUghtest  effect. 
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The  following  table  will  give  an  idea  of  the  extent  of 
these  operations : " 


Imports  and  exports  of  silver  money  from, 
land  (in  millions  of  francs). 

or  to,  Switzer- 

Rate  of  ex- 

Year. 

Total  transactions. 

Franco-Swiss  trans- 
actions. 

change  on  Paris. 

Im- 
ports. 

Exports. 

Excess  (+) 
defect  {-) 
of  imports. 

Im- 
ports. 

Ex- 
ports. 

Excess 
of  im- 
ports. 

Aver- 
age. 

Maxi- 
mum. 

1892 

31-3 

26.6 

+   4.7 

27.9 

24.^ 

3-  7 

lOQ. 10 

100. 31 

1893--- 

33-5 

1142.6  (31.  2) 

-   9.  I  (+2.3) 

29.7 

27.3 

^■4 

100. 13 

100.  39 

1894--- 

26.3 

034-0  (16,5) 

-   7.7  (+9. 8) 

22.6 

14.  I 

8.5 

100. 04 

100. 26 

1895--- 

44-  2 

23-9 

+  20.  3 

41.9 

20.8 

21.  I 

100. ID 

100.34 

1896 

49.3 

28.6 

+  20.  7 

47.6 

27-3 

20.3 

100. 24 

100. 48 

1897--- 

67.  0 

37.  2 

+  29.8 

53-3 

34-  1 

19.  ii 

100.  35 

100.  69 

1898... 

76.9 

40.  S 

+36.4 

68.9 

37.2 

31-7 

100. 36 

100. 71 

1899--- 

lio.  ^ 

45-3 

+  64.  y 

102.  9 

41.7 

61.3 

100. 49 

100. 80 

1900 

84.0 

32. u 

+  52-" 

79- S 

z8.  2 

47.3 

100. 54 

100. 80 

1901 

34.3 

11-3 

+  23.  0 

30.  2 

8.7 

21.5 

100. 14 

100.  52 

1902 

61.6 

IS-  7 

+  45.9 

S6.3 

13-  I 

43-2 

100. 13 

100.  70. 

1903... 

25.8 

7-5 

+  18.3 

23.  2 

5-2 

18. u 

100. 04 

100. 23 

1904--- 

41.7 

12.  7 

-29. U 

38.7 

10.4 

28.3 

100. 15 

100.  so- 

"The  large  export  figures  of  the  years  1893  and  1894  are  substantiated  by  the  fact 
that  about  29,000,000  francs  of  Italian  subsidiary  coins  were  rejected,  in  accordance 
with  the  terms  of  the  convention.  The  figures  in  parentheses  give  the  traffic  after 
deducting  the  Italo-Swiss  ttirnover. 

As  to  the  reasons  for  these  extraordinary  proceedings  in 
the  Franco-Swiss  metallic-money  traffic  we  need  not  lose 
another  word  here;  the  explanation  has  been  given  in  the 

<J  In  considering  the  above  figures  one  must  not  lose  sight  of  the  fact 
that  the  figures  for  the  imports  are  far  more  reliable  than  those  of  the 
exports.  Since,  from  the  nature  of  the  case,  it  is  sought  to  keep  the  drain- 
age concealed  from  official  notice,  by  far  the  greater  part  of  the  exports 
escape  the  observation  of  the  officers  who  gather  our  trade  statistics. 
While  the  export  figures,  accordingly,  are  not  to  be  trusted,  the  figures 
given  for  the  import  of  silver  coins  are  not  only  far  more  trustworthy  but 
may  be  regarded  as  furnishing  the  measure  of  the  outflow  of  si'ver,  including 
the  entire  drainage.  In  support  of  this  view  we  cite  the  figures  for  the 
year  1899,  in  which  year  the  declared  exports  showed  an  increase  of  only 
4,500,000  francs  as  compared  with  the  previous  year,  while  the  undeclared 
exports  increased  by  30,000,000  francs — that  is,  rose  to  nearly  double  the 
figures  of  the  preceding  year. 
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foregoing.  As  regards  their  effects  and  influence  we  must 
make  a  distinction  between  two  sides  of  the  question — 
the  influence  upon  the  Swiss  banks  of  issue  themselves, 
and  the  influence  upon  Swiss  economic  conditions. 

This  position  of  affairs  meant  such  a  monstrous  finan- 
cial load  for  the  banks  of  issue  that,  under  the  pressure 
of  these  circumstances,  contrary  to  their  custom,  they 
aroused  themselves  to  protect  the  currency,  and  entered 
into  a  series  of  special  agreements.  How  great  these 
losses  were  for  some  of  the  banks  may  be  seen  from  the 
fact  that,  for  instance,  the  Cantonal  Bank  of  Berne  was 
compelled  to  close  its  branch  office  near  the  French 
frontier  at  Porrentruy,  and  that  the  Bank  of  Geneva, 
which  was  most  exposed  to  the  drainage,  renounced  its 
right  of  issuing  notes  in  the  spring  of  1899,  after  having 
sacrificed  from  1895  to  1899  not  less  than  1,070,000  francs 
for  supplies  of  silver  currency  from  France  aggregating 
173,000,000  francs. 

As  early  as  the  year  1893  the  plan  was  put  forward  by 
the  concordat  banks  to  distribute  the  cost  of  importing 
silver  coins  among  all  the  banks  in  proportion  to  their 
note  issues,  instead  of  throwing  it  entirely  on  the  shoulders 
of  the  banks  of  Geneva,  Neuchatel,  Basle,  and  Berne,  as 
had  been  the  case  owing  to  the  geographical  position  of 
these  towns.  It  was  held  that  the  importation  of  specie 
was  being  carried  on  in  the  common  interest,  and  that  the 
notes,  too,  which  the  "draineurs"  presented  to  frontier 
banks  for  redemption,  emanated  from  all  the  various 
banks.  It  is  not  surprising  that  those  banks  that  were 
not  directly  interested  in  the  subject  refused  to  give  their 
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sanction  for  a  long  time,  and  that  only  under  the  pressure 
of  the  events  of  1899  was  a  scheme  of  united  action,  as 
drafted  by  one  of  the  frontier  banks,  accepted.  The 
terms  embodied  in  this  understanding  were  principally 
the  following:  "The  banks  agree  among  themselves  to 
make  good  part  of  the  expenses  which  those  banks  that 
import  specie  from  abroad  incur  in  the  process.  Such 
banks  as  prevent  the  export  of  specie  by  special  arrange- 
ments have  also  a  claim  to  such  reimbursement.  The 
committee  will  settle  the  details  of  this  by  special  regula- 
tions. Every  bank  agrees  to  contribute  for  this  purpose 
a  yearly  contribution  not  exceeding  one-tenth  of  i  per 
cent  of  its  actual  average  yearly  issue  of  notes."  This 
agreement  went  into  force  on  July  i,  1899. 

Far  more  irhportant  than  the  losses  sustained  by  the 
banks  is  the  injury  to  the  general  economic  interests  of 
Switzerland  and  the  endangering  of  her  entire  system  of 
international  payments,  caused  by  a  situation  tmique  in 
the  history  of  banking — a  situation,  namely,  in  which  the 
banks  of  issue  of  a  country  with  an  advanced  economic 
organization  are  able  to  maintain  their  solvency  only  by 
continual  importations  of  metalUc  money  from  abroad, 
at  great  cost,  under  the  most  unfavorable  conditions,  and 
to  the  injury  of  their  own  constituency.  The  deprecia- 
tion of  the  Swiss  exchanges  had  practically  the  same 
economic  effect  in  Switzerland  as  a  prohibitive  tariff.  In 
the  annual  report  for  1898  of  the  Zurich  Silk  Industry 
Association  it  is  stated  that  "  the  importation  of  raw  silk 
from  the  East  Indies  is  handicapped  very  considerably 
by  Swiss  exchange  being  at  a  discount  as  compared  with 
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French;"  and  this  statement  was  really  applicable  to  all 
supplies  of  foreign  goods,  though  the  burden  may  not 
have  been  everywhere  perceived.  According  to  the  trade 
statistics,  the  loss  of  exchange  at  the  rate  of  6  to  7  per 
mille  would  mean  a  yearly  average  of  about  500,000  francs 
in  round  figures. 

The  fact  that  since  the  year  1901  the-  disadvantages 
described  have  not  made  themselves  felt  to  quite  as  great 
an  extent  as  formerly  does  not  alter  this  situation  or  the 
judgment  which  must  be  passed,  on  the  strength  of  it, 
upon  the  exchange  policy  of  the  Swiss  banks  of  issue. 
This  judgment  cdn  not  be  affected  by  the  question  whether 
or  not,  owing  to  other  causes  upon  which  the  banks  of 
issue  had  absolutely  no  influence,  circumstances  finally 
improved.  For  our  verdict  the  fact  suffices  that  the 
exchange  policy  of  the  banks  of  issue  was  not  able  to 
prevent  such  a  state  of  affairs  as  that  which  existed  in  the 
years  1896-1901. 

We  have  now,  at  the  close  of  our  investigation  of  the 
work  of  the  Swiss  banks  of  issue  in  the  field  of  exchange 
policy,  arrived  at  a  result  just  as  unfavorable  to  them  as 
was  the  result  of  the  investigation  of  the  degree  of  their 
solvency.  They  have  not  been  able  to  execute  the  para- 
mount task  of  banks  of  issue,  that  of  protecting  the  coun- 
try's exchanges  and  maintaining  them  at  a  proper  height. 
Although  they  can  not  be  held  entirely  responsible  for 
the  unfavorable  condition  of  the  rates  of  foreign  exchange, 
the  foregoing  investigations  have  amply  shown  that  by 
their  policy  in  regard  to  investments  and  cover  they 
helped  to  bring  about  this  condition. 
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Chapter  III. 

THE    FIGHT    FOR    THE    CENTRALIZATION    OF 
THE  NOTE-BANK  SYSTEM. 

SECTION   I.— THE  NEW  ARTICLE  39  OF  THE  FEDERAL  CON- 
STITUTION. 

The  unfavorable  effects  of  the  act  of  1881  began  to. 
show  themselves  within  a  few  years  after  it  went  into 
force.  Attention  was  repeatedly  drawn,  especially  by 
Nationalrat "  Cramer-Frey,  to  the  unsatisfactoriness  of  the 
situation  created  by  the  banking  law.  It  was  this  gentle- 
man who  first  tu-ged  in  the  Nationalrat  the  necessity  of  a 
reform.  The  motion  he  made  on  June  4,  1885,  was  as 
follows:  "The  Bundesrat  is  invited  to  examine  the  ques- 
tion— and  to  report  thereon  as  soon  as  possible— whether 
article  39  of  the  federal  constitution  should  not  be  altered 
to  the  following  effect:  Legislation  relating  to  the  bank- 
note system  is  a  matter  for  the  Confederation.  The  Con- 
federation is  empowered  to  grant  the  exclusive  right  to 
issue  notes  to  a  bank  to  be  placed  imder  its  supervision 
and  management."  In  support  of  his  motion  Cramer- 
Frey  first  touched  upon  the  evils  which  were  aggravated 
by  the  bank-note  law — the  untenable  position  of  the 
Swiss  banking  system  and  the  dangers  to  which  it  was 
subject,  dangers  created  in  part  by  the  law.  He  then 
went  on  to  show  that  the  evil  had  its  root  in  the  system  of 

"See  footnote  p.  idu 
82 


The      Swiss      Banking     Law 

a  multiplicity  of  banks  with  great  differences  in  the  nature 
of  their  business  and  with  conflicting  interests,  which 
abandoned  the  most  vital  interests  of  business  to  the 
play  of  chance  and  competition;  and  finally  that  the 
system  itself  must  be  given  up,  as  mere  alterations  of  the 
baik-note  act  could  not  remedy  the  evil. 

By  a  vote  of  71  to  43  the  motion  of  Cramer-Frey  was 
defeated.  His  contentions  were,  however,  not  refuted. 
The  figures  he  brought  forward  in  order  to  prove  that  the 
existing  situation  was  imtenable  were  met  with  the  asser- 
tion that  "the  solvency  of  our  banks  was  beyond  all 
doubt  and  that  it  was  better  than  that  of  any  foreign 
bank." 

Soon  enough  the  opportunity  arose  for  deciding  the 
question  whether  the  complaints  made  against  the  Swiss 
banks  of  issue  were  justified  or  not.  Already  toward  the 
end  of  the  year  1886  war  rumors  were  current,  and  at  the 
beginning  of  1887  the  political  outlook  was  so  very  grave 
that  the  Federal  Finance  Department  saw  fit  to  send  out 
a  confidential  circular  dated  March  i,  1887,  in  which  the 
fear  was  expressed  that  the  continuous  and  immediate 
redemption  of  notes  in  critical  times  was  not  assured  in 
the  case  of  all  the  Swiss  banks  of  issue,  there  being  in 
many  of  them  inadequate  cash  holdings  and  sometimes 
also  a  lack  of  other  short-time  or  easily  realizable  assets. 
The  banks  were  requested  in  this  circular  "to  make 
endeavors  to  reduce  the  note  circulation  and  at  the  same 
time  to  strengthen  their  holdings  of  cash,  so  as  to  have 
enough  fimds  in  case  unexpected  events  should  make  it 
impossible  to  obtain  specie  from  France."     The  circular 
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closed  with  the  statement  that  the  Confederation  could  not 
undertake  any  responsibility  for  the  liabilities  of  the 
banks  in  the  event  of  hostilities  breaking  out,  and  that  it 
must  strictly  observe  the  terms  of  the  law.  At  the 
moment  when  this  circular  was  sent  out  the  rate  of  Paris 
bills  moved  very  closely  round  the  gold  point;  the  impor- 
tation of  metal  from  France  was  only  possible  with  con- 
siderable loss,  and,  in  spite  of  the  official  threat  on  the  part 
of  the  military  authorities  that  the  export  of  silver 
would  be  prohibited,  it  was  not  found  possible  to  prevent 
several  hundred  thousand  francs  flowing  out  into  France. 
At  the  same  time  further  withdrawals  of  money  were 
experienced  at  the  counters  of  the  banks  of  issue.  In  the 
^wake  of  the  circular  of  the  Fiscal  Department,  as  though 
to  emphasize  it,  there  followed  withdrawals  of  specie  on 
the  part  of  the  Federal  Treasury  and  notice  of  the  with- 
drawal of  deposits  which  were  needed  by  the  federal 
administration  to  pay  for  the  purchase  of  coal,  provisions, 
com,  and  fodder;  similar  withdrawals  were  also  made  by 
other  public  and  private  administrations  and,  in  addition 
to  this,  great  demands  were  made  upon  the  banks  by 
private  individuals  and  by  industrial  concerns,  some  of 
which  exerted  themselves,  at  the  very  beginning  of  the 
threatening  political  developments,  to  lay  in  very  large 
cash  reserves. 

The  history  of  bank  crises  furnishes  a  number  of  in- 
stances in  which  a  strong  central  bank  of  issue  has  kept 
down  an  incipient  panic  of  this  kind  with  perfect  ease. 
It  is  only  necessary  for  the  bank  to  discount  Uberally  and 
promptly,  be  it  even  at  a  higher  discount  rate,  in  order  to 
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prevent  the  belief  gaining  ground  that  there  is  no  money 
to  be  had  at  all.  In  words  that  have  become  classical 
and  which  are  still  absolutely  to  the  point,  the  governor 
of  the  Bank  of  England  set  forth  this  policy  during  the 
days  of  panic  in  1825 :  "  We  lent  it  by  every  possible  means 
and  in  modes  we  had  never  adopted  before;  we  took  in 
stock  on  security,  we  purchased  exchequer  bills,  we  made 
advances  on  exchequer  bills,  we  not  only  discounted  out- 
right, but  we  made  advances  on  the  deposit  of  bills  of  ex- 
change to  an  immense  amount — in  short,  by  every  possible 
means  consistent  with  the  safety  of  the  Bank,  and  we  were 
not  on  some  occasions  ovemice.  Seeing  the  dreadful 
state  in  which  the  public  were  we  rendered  every  assistance 
in  our  power."  After  a  day  or  two  of  this  treatment,  the 
entire  panic  subsided  and  "the  city"  was  quite  calm. 

The  policy  of  the  Swiss  banks  was  different;  several 
institutions  refused  all  requests  for  discounts;  others 
made  discounting  almost  impossible  by  fixing  an  exorbi- 
tant discount  rate  and  by  scrutinizing  the  bills  offered 
with  greatly  exaggerated  care;  a  number  of  other  banks 
again  made  difficulties  about  the  redemption  of  notes" 
which,  though  it  can  not  be  excused,  can  at  least  be  un- 
derstood on  the  ground  that  a  number  of  the  important 
banks  which  had  several  millions  of  hard  cash  lying  in  their 
vaults  had  arrived  very  near  to  their  40  per  cent  cover 
limit,  which  they  dared  not  pass.  Only  after  it  had  be- 
come known  that  the  Bundesrat  had  resolved  on  the  issue 

a  Cases  occurred  in  which  banks  pf  issue,  obeying  the  letter  but  violating 
the  intent  of  article  21  of  the  banking  act,  refused  to  send  off  by  post  the 
equivalent  in  metal  of  notes  sent  in  for  redemption.  They  declared  that 
they  were  obliged  to  redeem  their  notes  only  when  personally  presented  at 
their  counter. 
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of  federal  exchequer  bills  in  the  event  of  serious  compli- 
cations did  the  panic  subside.;  but  in  the  meantime  it 
had  become  recognized,  and  was  everywhere  emphatically 
felt,  that  a  country  at  so  advanced  a  stage  of  economic 
development  as  Switzerland  could  not  permanently  tol- 
erate a  banking  system  that  broke  down  at  the  least  prov- 
ocation. 

Immediately  after  the  political  situation  had  cleared 
up  the  fight  for  reform  was  begun  with  vigor.  In  April, 
1887,  the  question  was  debated  at  Lausanne  at  the  meet- 
ing of  the  Swiss  Handels-  und  Industrieverein,  and  in 
October  of  the  same  year  this  society  submitted  to  the 
Bundesrat  an  expert  opinion  on  the  bank-note  system 
based  upon  the  result  of  the  inquiries  they  had  set  on  foot. 
In  the  course  of  1887  the  banks  of  issue  were  individually 
invited  by  the  Board  of  Bank-Note  Inspectors  to  submit 
proposals  for  the  revision  of  the  law.  Expert  opinions 
were  obtained  from  bank  managers  and  economists,  and 
all  over  Switzerland  a  number  of  meetings  were  held. 

There  were  two  opposing  views  expressed  in  the  report — 
which  reflected  views  then  prevailing — submitted  by  the 
Swiss  Handels-  und  Industrieverein.  One  of  these  views 
was  partly  expressed  in  the  r^sum^  given  in  the  preface. 
It  laid  chief  stress  on  the  demand  for  the  estabUshment 
of  a  central  bank,  but  it  also  provided  for  the  case  of  this 
demand  not  being  fulfilled,  and  in  that  event  set  forth  the 
amendments  of  the  law  which  were  to  be  regarded  as  a 
minimum.  These  were  as  follows:  (1)  Fixing  of  the  mini- 
mum capital  of  every  bank  authorized  to  issue  notes  at 
not  less  than  2,000,000  francs;  (2)  raising  of  the  special 
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metallic  cover  for  the  notes  from  40  per  cent  of  the  amount 
of  issue  to  50  per  cent  of  the  circulation,  together  with  re- 
peal of  the  absolute  prohibition  to  touch  this  cash  reserve, 
the  banks  being  given  the  right  to  let  it  fall  to  30  per  cent 
of  the  circulation  for  a  period  of  not  longer  than  eight  days 
upon  notice  to  the  Board  of  Bank-Note  Inspectors ;  (3)  the 
remaining  50  per  cent  of  the  note  circulation  and  the  entire 
amount  of  the  demand  liabilities  to  be  covered  by  the  bill 
portfolio;  (4)  restriction  of  the  sphere  of  activity  by 
excluding  business  unsuitable  for  banks  of  issue;  (5) 
levying  the  tax  payable  on  notes  on  the  average  circula- 
tion, instead  of  on  the  authorized  issue,  as  hitherto. 

The  second  proposal,  notably  supported  by  Cramer-Frey, 
Joos,  and  Curti,  members  of  the  Nationalrat,  set  itself 
the  task  of  establishing  a  central  bank  of  issue.  Joos 
and  Curti  favored  the  creation  of  a  state  bank  and 
Cramer-Frey  had  in  view  the  establishment  of  a  private 
central  bank;  for  this  it  was  proposed  that  article  39  of 
the  federal  constitution  be  altered. 

The  Bundesrat  itself  delayed  the  drafting  of  a  bill  until 
such  time  as  the  contemplated  federal  law  respecting  debt 
recovery  and  bankruptcy,  a  large  part  of  which  would 
serve  as  basis  for  the  bank-note  act,  might  be  completed. 
In  the  meantime  certain  preliminary  work  was  undertaken, 
a  commission  was  asked  to  attend  a  meeting  at  Berne  and 
a  provisional  draft  was  put  before  them  to  deliberate  upon. 
Only  on  July  23,  1890,  was  a  draft  of  a  law  respecting  the 
revision  of  the  banking  law  of  March  8,  1881,  laid  before 
the  Federal  Chambers.  The  Bundesrat  recommended  in 
this  document  a  mere  revision  of  the  existing  law,  the  sys- 
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tern  of  multiplicity  of  banks  being  retained,  and  the  re- 
forms proposed  being  based  mainly  upon  the  report  of  the 
Swiss  Handels-  und  Industrieverein;  but  at  the  same  time 
there  could  be  observed  in  the  message  a  tendency  in  favor 
of  a  central  bank.  It  was  not  surprising,  considering 
that  a  revision  would  necessarily  aflfect  many  and  various 
interests,  that  the  bill  found  strong  opposition  in  some 
quarters.  It  was,  however,  acknowledged  on  the  whole 
that  the  revision  of  the  present  law  was  merely  to  be 
regarded  as  a  transitional  stage  toward  the  monopoliza- 
tion of  the  business  of  issuing  notes. 

As  compared  with  the  act  of  1881  the  bill  of  the  Bundes- 
rat  showed  the  following  novel  features:  (i)  Increase  of 
the  minimum  amount  of  share  or  authorized  (dotation) 
capital  of  a  bank  of  issue  to  i  ,000,000  francs ;  (2)  require- 
ment of  a  cash  reserve  of  50  per  cent  of  the  note  circula- 
tion; (3)  abolition  of  cantonal  guaranties  for  the  50  per 
cent  not  covered  by  specie,  this  to  be  covered  exclusively 
by  the  bill  portfolio  or  deposits  of  securities;  (4)  require- 
ment that  bills  serving  as  cover  for  notes  be  kept  separate 
from  other  bills  held  by  the  batik,  and  that  their  face  value 
represent  120  per  cent  of  the  amount  of  circulation  for 
which  they  serve  as  security;  (5)  requirement  that  only 
securities  that  are  officially  quoted  be  utilized  as  cover 
for  notes,  and  that  they  must  be  deposited  at  a  federal 
office;  (6)  prohibition  of  the  contracting  of  short-time 
liabilities;  (7)  more  stringent  measures  as  regards  the 
redemption  of  notes;  (8)  increase  of  the  federal  bank- 
note tax  to  one-tenth  of  i  per  cent  of  the  circulation  and 
one-twentieth  of  i  per  cent  of  the  value  of  the  cover  in 
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securities,  and  increase  of  the  cantonal  tax  to  i  per  cent 
of  the  circulation  not  covered  by  metal. 

This  bill,  however,  never  reached  the  stage  of  parlia- 
mentary consideration;  the  growth  among  the  people, 
and  in  the  Bundesversammlung  itself,  of  the  sentiment 
in  favor  of  a  central  bank  shoved  it  into  the  background. 

The  following  resolution  was  carried  on  the  suggestion 
of  Nationalrat  Joos  at  the  general  Swiss  Workmen's  Meet- 
ing held  at  Olten  in  April,  1890:  "The  Swiss  Workmen's 
Assembly  expresses  the  expectation  that  the  Federal 
Chambers  in  the  coming  June  session  will  subject  article 
39  of  the  federal  constitution  to  a  revision  with  the  object 
of  introducing  a  bank-note  monopoly.  Should  this  expec- 
tation not  be  fulfilled,  the  Swiss  Labor  Federation  will 
take  it  upon  themselves  to  collect  50,000  signatures  in 
order  to  bring  about  the  requisite  amendment  of  the  con- 
stitution by  means  of  a  popular  movement."  The  Federal 
Chambers,  already  influenced  by  the  message  of  the  Bundes- 
rat,  at  the  June  session  appointed  each  a  special  commis- 
sion to  study  the  bill  that  had  been  prepared  by  the 
Bundesrat,  but  before  these  commissions  had  entered  on 
their  work,  at  the  autumn  session  of  the  Bundesver- 
sammlung, the  Nationalrat  by  a  heavy  majority  voted 
urgency  for  a  motion  made  by  Keller,  inviting  the  Bundes- 
rat to  submit  a  report  and  proposal  on  the  revision  of 
article  39  of  the  federal  constitution,  with  a  view  to  a 
monopolization  of  the  issue  of  notes  and  the  creation  of  a 
central  banking  institution  upon  which  the  note  monopoly 
was  to  be  conferred.  The  Bundesrat,  which  was  only 
waiting  for  the  initiative  of  the  Bundesversammlung,  pre- 
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sented  as  early  as  December  30,  1890,  a  report  and  pro- 
posal of  the  character  contemplated  in  the  motion;  and 
as  in  the  meantime  Joos  had  been  actively  engaged  in 
collecting  signatures  with  the  result  that  82,000  Swiss 
citizens  demanded  the  alteration  of  article  39  of  the  Swiss 
federal  constitution  so  as  to  permit  a  monopoly  and  of  a 
federal  bank,  the  Bundesrat  prepared  a  new  article  39 
of  the  federal  constitution,  which  authorized  the  note 
monopoly  and  left  to  legislation  the  solution  of  the  prob- 
lem of  its  actual  establishment.  After  lengthy  parlia- 
mentary debates  this  proposal  was  laid  before  the  people 
and  on  October  18,  1891 ,  the  revised  article  39  was  adopted 
as  part  of  the  federal  constitution  by  231,578  votes  against 
158,615,  i.  e.,  by  a  majority  of  73,000  votes.  The  Cantons 
of  Fribourg,  Orisons,  Tessin,  Vaud,  Valais,  Neuchatel, 
and  Geneva,  and  the  two  half  Cantons  Obwalden  and 
Appenzell  Within,  gave  majorities  against  the  amendment, 
there  being  in  these  Cantons  87,367  votes  against  the  pro- 
posal and  only  33,140  in. favor  of  its  acceptance.  In  the 
remaining  Cantons  the  figures  were  198,438  votes  for  and 
71,248  votes  against  the  proposal.  The  new  article  39  of 
the  federal  constitution  is  as  follows: 

"The  Confederation  shall  have  the  exclusive  right  to 
issue  bank  notes  and  other  currency  of  a  similar  nature. 

"The  Confederation  may  exercise  the  exclusive  right  of 

the  issue  of  bank  notes  through  a  state  bank  under  a 

separate  administration,  or  may  transfer  it  to  a  central 

joint-stock  bank  to  be  established,  which  shall  be  managed 

with  the  cooperation  and  under  the  supervision  of  the 

Confederation,  the  right  of  repurchase  being  reserved  by 

the.  latter. 
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"The  chief  function  of  the  bank  possessing  the  bank- 
note monopoly  is  to  regulate  the  monetary  circulation  of 
the  country  and  to  facilitate  its  exchanges. 

"The  net  profits  of  the  bank,  over  and  above  fair  inter- 
est or  dividends  upon  the  dotation  or  share  capital  and 
the  necessary  transfers  to  surplus,  shall  belong  to  the 
Cantons  to  the  extent  of  at  least  two-thirds. 

The  bank  and  its  branch  estabUshments  shall  not  be 
subjected  to  taxation  on  the  part  of  the  Cantons. 

"Except  in  case  of  necessity  in  time  of  war,  the  Con- 
federation can  not  declare  a  legal  obligation  to  accept 
bank  notes  or  any  similar  token  money. 

"The  location  of  the  bank,  its  basis  and  organization, 
and  in  general  all  matters  pertaining  to  the  execution  of 
this  article  are  to  be  determined  by  federal  legislation." 

SECTION  II.— THE  BILLS  OF  1894  AND  1899. 

In  the  message  accompanying  the  revision  bill  the 
Bundesrat  declared  that  although  it  could  not  escape  the 
conviction  that  a  thorough  reform  of  the  Swiss  bank-note 
system  could  not  be  accomplished  by  means  of  a  law 
based  on  a  system  involving  a  multiplicity  of  banks,  but 
could  be  effected  only  by  the  centralization  of  the  note 
issue  through  the  creation  of  a  Swiss  state  bank  exercising 
a  bank-note  monopoly,  yet  it  presented  only  a  draft  of  a 
revised  bank-note  act  on  the  basis  of  the  existing  system, 
"'  because  we  doubt  whether  more  far-reaching,  thorough- 
going reform  propositions,  which  would  have  to  be  pre- 
ceded by  a  revision  of  article  39  of  the  federal  constitu- 
tion, would  stand  a  chance  of  being  accepted,  and  we 
fear  that  their  rejection  would  result  in  a  long  postpone- 
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ment  of  even  those  improvements  of  the  present  situation 
which  a  mere  revision  of  the  law  is  capable  of  bringing 
about." 

This  supposition  did  not  prove  to  be  wrong.  During 
the  many  years  of  the  fight  for  the  execution  of  article  39 
of  the  federal  constitution  it  often  looked  as  though  a 
revision  of  the  act  of  1881  would  have  been  preferable 
to  a  reconstruction  of  the  note-bank  system  on  a  cen- 
tralized basis,  and  that  such  a  revision  would  at  least 
have  sufficed  to  prevent  the  deficiencies  and  evils  of  the 
Swiss  bank-note  system  from  resulting  in  downright 
economic  disaster. 

The  principle  of  the  bank-note  monopoly  was  estab- 
lished. The  question  of  a  state  or  private  bank  remained  to 
be  decided  by  legislation.  This  question  caused  a  pas- 
sionate fight,  which  soon  found  its  way  into  the  political 
camp.  In  numberless  pamphlets  and  newspaper  arti- 
cles the  question  was  discussed.  The  great  associations 
representing  various  economic  interests — the  Gruetli- 
verein,  the  Bauernbund,  and  the  Swiss  Handels-  und 
Industrieverein — took  a  very  active  part  in  the  agitation. 
The  Bundesrat  itself  at  first  took  the  position  of  watching 
events  and  offered  an  opportunity  to  the  representatives 
of  the  various  views  to  put  forward  their  respective  ideas. 
Not  less  than  ten  different  proposals  were  submitted  to 
the  Bundesrat:  (i)  Proposals  submitted  by  advocates  of 
a  pure  state  bank  (introduced  by  members  of  the  Bundes- 
versammlung) ;  (2)  observations  and  proposals  by  Herr 
W.  Speiser;  (3)  opinion  by  Nationalrat  Forrer;  (4)  sug- 
gestions made  by  the  board  of  inspectors  of  banks  of  issue ; 
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(5)  leading  thoughts  for  the  execution  of  article  39  of  the 
federal  constitution,  submitted  to  the  finance  department 
by  Bank-Note  Inspector  Schweizer;  (6)  proposal  of  the 
Bank  of  Basle  sent  in  on  behalf  of  the  group  of  pure 
private  banks;  (7)  opinion  of  the  mixed  banks,  submitted 
by  the  Cantonal  Bank  of  Vaud;  (8)  organization  project 
of  the  group  of  cantonal  banks;  (9)  proposal  by  Dr. 
Konrad  Escher;  (10)  proposal  by  former  Nationalrat 
J.  J.  Keller. 

In  these  various  contributions  three  points  of  view  are 
chiefly  noticeable.  A  pure  state  bank  was  advocated  by 
the  left  wing  of  the  Democratic  party,  represented  by 
Nationalrat  Hirter,  of  Berne;  by  the  socialistic  group  of 
the  Bundesversammlung,  represented  by  Nationahat 
Curti;  by  the  Gruetliverein ;  and  by  the  Bauernverein. 
The  motives  were  of  the  most  divergent  nature.  Some, 
and,  above  all,  the  experts,  who  advocated  a  state  bank, 
were  moved  by  legal  and  economic  considerations ;  others 
were  influenced  by  a  dislike  of  private  capital  and  by 
tendencies  to  state  socialism ;  the  great  mass  by  dislike  of 
the  stock  exchange  and  of  speculation;  but  it  must  not 
be  overlooked  that  vague  hopes  were  also  entertained  of 
low  interest  and  easy  credit.  The  idea  of  a  private  cen- 
tral bank  was  especially  supported  by  the  circles  of  -high 
finance  and  also,  under  the  leadership  of  the  Swiss  Handels- 
und  Industrieverein,  by  the  business  community.  In  poli- 
tics this  position  was  taken  by  the  right  wing  of  the 
*'  Freisinnige  "  party,  and,  under  the  leadership  of  Cramer- 
Frey,  by  the  liberal  center  and  a  portion  of  the  liberal 
conservatives,  who  were  also  influenced  by  aversion  to  an 
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increase  of  federal  power.  Finally,  in  French  Switzerland 
and  among  the  representatives  of  cantonal  finance,  the 
old  antagonists  of  a  central  bank  made  themselves  heard 
and  demanded  the  establishment  of  a  "bank  of  issue  on  a 
f ederalistic  basis . ' '  They  proposed  the  erection  of  a  "  bank 
of  the  confederation,"  which  was  to  make  the  notes  and 
distribute  them  among  the  established  banks  of  issue. 
These  were  to  give  up  their  special  designations  and  be- 
come branches  of  the  central  institution,  but  aside  from 
this  they  were  to  retain  their  independence  and  have 
their  own  management  and  administration.  They  were 
to  act  as  a  unit  only  in  regard  to  the  obligation  of  note 
redemption,  and  would  have  organs  of  common  action  in 
an  assembly  of  delegates  and  in  a  central  office. 

Very  important  for  the  progress  of  the  question  was 
the  change  that  took  place  in  1891  in  the  conduct  of  the 
Finance  Department ;  Nationalrat  Hammer,  who  was  a  pro- 
nounced friend  of  the  idea  of  a  private  bank  endowed  with 
the  bank-note  monoply,  was  succeeded  by  a  democrat, 
Nationalrat  Hauser,  who  was  formerly  the  head  of  the 
Fiscal  Department  of  the  Canton  of  Zurich,  a  manof  wide 
professional  knowledge  and  of  great  decision  of  character. 
After  he  had  carefully  examined  the  various  proposals  and 
projects  he  joined  the  group  of  supporters  of  a  pure  state 
bank  and  as  early  as  November  30,  1893,  he  submitted  to 
the  Nationalrat  his  proposals  for  the  settlement  of  the 
question  "  state  bank  or  private  bank? "  In  his  proposals 
he  pronounced  himself  in  favor  of  a  pure  state  bank,  and 
at  the  same  time  he  set  forth  in  a  series  of  theses  the  way 
in  which  the  plan  should  be  carried  out.     These  theses. 
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which  formed  the  basis  upon  which  the  bill  was  afterwards 
drawn,  were  as  follows:  "  Berne  is  regarded  as  the  proper 
site  for  the  bank.  The  chief  object  of  the  bank  is,  by 
means  of  a  uniform  and  careful  discount  policy,  to  regulate 
the  monetary  circulation  of  the  country  and  to  facilitate 
its  exchanges  by  developing  the  transfer  and  draft  business. 
The  bank  must  also  transact  all  the  business  of  the  Federal 
Treasury  free  of  charge.  The  sphere  of  activity  of  the 
state  bank  shall,  to  this  end,  be  restricted  to  that  of  a  pure 
note,  transfer,  and  discount  bank ;  such  business  as  that  of 
lending  in  current  account,  mortgage  transactions,  savings- 
bank  business,  buying  and  selling  of  securities  on  account 
of  third  parties,  shall  be  reserved  for  the  cantonal  and 
the  private  banks.  The  cantonal  banks,  which  are  all 
subject  to  cantonal  laws  and  responsible  to  the  cantonal 
authorities,  and  which  transact  such  business  as  the  state 
bank  is  not  at  liberty  to  engage  in,  can  not  become  branches 
of  the  state  bank.  On  the  other  hand  the  state  bank  will 
enter  into  close  relationship  especially  with  cantonal  banks 
in  regard  to  the  rediscounting  of  bills,  the  advancing  of 
money  on  securities,  and  the  check,  transfer,  draft,  and 
collection  business.  The  state  bank  shall  also  be  empow- 
ered to  acquire,  by  mutual  agreement,  existing  banks  of 
issue  (either  public  or  private)  with  their  assets  and  liabili- 
ties, in  so  far  as  the  absorption  of  them  is  compatible  with 
the  functions  of  the  state  bank  as  above  prescribed,  and 
these  absorbed  banks  may  be  organized  into  branch  ofl&ces. 
Negotiations  are  to  be  entered  upon  for  these  purposes  as 
soon  as  the  act  goes  into  force.  The  transaction  of  all 
treasury  business  without  conpensation  is  not  to  be  con- 
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sidered  as  a  mere  transfer  business,  but  must  be  regarded 
as  a  duty  of  the  state  bank  and  must  be  treated  as  a  sepa- 
rate branch  of  its  business;  the  bank  must  undertake  the 
obligation  of  accepting  and  making  payments  for  accoimt 
of  the  Confederation  free  of  any  charge,  and  must  cash  all 
drafts  of  the  state  treasury  at  its  main  office  and  all  branch 
offices,  though  only  up  to  the  total  amount  standing  to  the 
credit  of  the  state  treasury.  The  bank  may  also  be  obliged 
to  undertake  the  management  of  securities  belonging  to  the 
Confederation.  Apart  from  the  two-thirds  share  of  the 
net  profits  which  the  constitutional  article  secures  to  the 
Cantons,  the  latter  are  also  to  be  permitted  to  participate 
in  supplying  the  original  capital  of  the  bank.  The  admin- 
istration of  the  bank  shall,  within  the  limits  to  be  pre- 
scribed by  law,  be  absolutely  independent,  and  free  from 
all  influence  on  the  part  of  the  political  authorities. .  But 
the  bank  shall  be,  nevertheless,  under  the  supervision  and 
control  of  the  Bundesversammlung.  After  the  lapse  of  a 
reasonable  period  set  down  for  the  withdrawal  of  the  old 
notes,  the  state  bank  shall  be  obliged  to  redieem  all  the 
remaining  circulating  notes,  and  on  the  other  hand  the 
present  banks  of  issue  shall  hand  over  to  it  the  equivalent 
of  such  notes  either  in  cash  or  discount  bills.  The  pro- 
vision of  the  present  bank  act,  that  after  the  expiration  of 
thirty  years  the  equivalent  of  such  notes  as  have  not  been 
presented  for  redemption  shall  be  handed  over  to  the 
Swiss  invaUd  fund,  should  also  be  incorporated  in  the  new 
law." 

At  the  sitting  of  the  Bundesrat  of  the  24th  of  January, 
1894,  Bundesrat  Hauser  succeeded  in  having  the  subject 
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brought  to  a  vote,  and  after  3  members  voted  against  and 
3  members  for  the  theses  of  the  Finance  Department 
the  president  of  the  Confederation  (Col.  Emil  Frey) 
threw  his  casting  vote  in  favor  of  their  acceptance,  and 
the  Finance  Department  was  asked  to  work  out  a  draft 
of  a  state  bank  law.  The  Finance  Department  submit- 
ted such  a  draft  to  the  Bundesrat  on  May  24,  1894,  and 
it  was  discussed  and  accepted  by  the  Bundesra:  at  its 
meeting  of  July  5,  1894,  and  laid  by  this  body  before  the 
Bundesversammlung,   with  a  message,   on   October   23, 

1894.  The  Nationalrat,  which  had  the  priority  in  this 
matter,  decided  at  the  extraordinary  spring  session  of 

1895,  after  rejecting  several  motions  to  the  contrary, 
to  consider  the  bill  and  message  received  from  the 
Bundesrat,  and  at  the  following  summer  session  the 
deliberations  commenced.  The  chief  alterations  of  the 
bill  made  by  the  Nationalrat  consisted  of  certain  grants 
to  the  Cantons  and  concerned  their  participation  in 
furnishing  the  bank's  capital  and  in  the  election  of  the 
bank  council ;  the  reduction  of  the  rate  of  interest  pay- 
able on  the  capital  from  4  per  cent  to  3>^  per  cent, 
and  the  increase  of  the  share  of  the  Cantons  in  the  net 
profits  from  two-thirds  to  three-fourths.  In  December, 
1 895 ,  the  project  came  before  the  Standerat,  which  assented 
to  most  of  the  alterations  made  by  the  Nationalrat,  but 
pronounced  in  favor  of  the  selection  of  all  the  members 
of  the  bank  council  by  the  federal  council  and  the  assign- 
ing of  the  entire  net  profits  to  the  Cantons.  At  the  fol- 
lowing extraordinary  March  and  June  sessions  of  1896  a 
compromise  respecting  the  points  on  which  they  were  at 
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variance  was  agreed  upon  by  the  two  chambers,  and  it 
was  decided  to  carry  over  25  per  cent,  instead  of  only  15 
per  cent,  of  the  net  profit  to  the  surplus  and  to  hand 
over  the  entire  remaining  profit  to  the  Cantons.  The 
Cantons  also  received  the  privilege  of  a  special  repre- 
sentation in  the  bank  council,  consisting  of  ten  delegates 
to  be  chosen  by  an  electoral  college  composed  of  one 
delegate  each  for  every  Canton  and  half  Canton.  This 
law  was  passed  by  the  Nationalrat  at  its  sitting  of  June 
16,  1896,  by  89  against  27  votes,  3  members  not  voting 
and  26  members  being  absent,  and  in  the  Standerat  it 
was  adopted  on  June  18,  1896,  by  24  against  17  votes,  2 
members  not  voting;  and  under  date  of  June  18,  1896, 
the  law  was  published  in  the  Bundesblatt  on  July  10, 
1896,  under  the  title  of  "Ivaw  concerning  the  establish- 
ment of  the  Swiss  Federal  Bank." 

Immediately  after  the  passing  of  this  law  the  antago- 
nists of  a  State  Bank  did  all  they  could  to  put  the  refer- 
endum into  operation,  and  naturally  those  who  opposed 
a  central  bank,  whatever  its  form  might  be,  supported 
this  agitation  very  heartily.  In  view  of  the  heated 
controversies  that  had  raged  for  years  on  the  bank  ques- 
tion, it  was  not  difficult  to  secure,  within  a  short  space 
of  time,  more  than  twice  the  30,000  signatures  required. 
Though  in  the  month  of  October,  1896,  79,123  signatures 
demanding  the  referendum  had  already  been  received  at 
the  Federal  Chancellery,  the  Bundesrat  decided  on 
October  30  to  fix  the  poll  for  the  28th  of  February  of  the 
following  year,  during  which  long  interval  there  was  a 
constant   stream  of  speeches  and  canvassing  tours   in 
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behalf  of  the  law  that  had  been  challenged.  In  spite  of 
these  endeavors  the  law  was  rejected  by  255,984  votes 
against  195,764,  or,  what  gives  a  better  idea  still,  by  a 
majority  in  16  Cantons  and  half  Cantons.  Only  the 
Cantons  of  Zurich,  Berne,  Glarus,  the  two  Cantons  of 
Basle,  Schaffhausen,  Appenzell  without,  Aargau,  and 
Thurgau  voted  in  the  affirmative.  French  Switzerland 
voted  solidly  against  the  law;  in  Z^urich,  Berne,  and 
Aargau  there  were  strong  minorities. 

The  figures  of  this  referendum  vote  may  be  interpreted 
in  different  ways,  according  to  one's  own  poUtical 
views,  but  one  thing  is  certain — that  the  200,000  Swiss 
citizens  who  declared  themselves  in  favor  of  a  pure  state 
bank  represent  a  more  homogeneous  mass  than  the  260,000 
persons  who  voted  against  it.  Among  those  that  accepted 
the  law,  three  groups  can  be  distinguished^  The  Left, 
which  as  a  matter  of  principle  desires  to  assign  to  the  Con- 
federation certain  duties ;  the  convinced  friends  of  the  state 
bank  system;  and,  thirdly,  those — and  their  number  was 
rather  considerable^that  simply  voted  "yes"  in  order  to 
put  an  end  to  existing  conditions,  although  they  would  have 
preferred  a  private  bank.  Among  the  rejecters  four  groups 
may  be  distinguished:  First,  there  is  the  political  opposi- 
tion, which  votes  "no"  on  principle  at  every  referendum, 
and  the  number  of  this  class  is  estimated  at  some  150,000; 
the  second  group  of  the  rejecters,  chiefly  from  French 
Switzerland,  feared  that  the  creation  of  the  federal  bank 
would  mean  an  increase  of  federal  power,  and  saw  in  the 
unlimited  hability  of  the  Confederation  a  mixing  up  of  the 
credit  of  the  Confederation  with  that  of  the  bank ;  the  third 
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group  was  influenced  by  considerations  of  cantonal  finance — 
they  feared  that  the  revenues  of  the  Cantons  might  di- 
minish, owing  to  reduced  profits  on  the  part  of  the  can- 
tonal banks;  the  fourth  group  consisted  chiefly  of  adher- 
ents of  the  Swiss  Handels-  und  Industrieverein,  who,  as  a 
matter  of  principle,  would  only  give  their  consent  to  the 
establishment  of  a  central  bank  of  issue  upon  a  private 
basis. 

Article  39  of  the  federal  constitution  continued,  even 
after  this  referendum  vote,  to  require  the  creation  of  a 
central  bank  of  issue,  and  a  number  of  facts  pointed  to  the 
conclusion  that  even  the  antagonists  of  the  bill  that  had 
been  rejected,  or  at  least  a  part  of  them,  were,  in  spite  of 
the  people's  negative  decision,  alive  to  the  necessity  of 
centralizing  the  issue  of  bank  notes. 

At  the  extraordinary  March  session  of  1897  of  the  Bun- 
desversammlung  Assembly,  which  was  held  shortly  after 
the  referendum  vote,  two  motions  were  put  forward  in 
the  Nationalrat  from  precisely  those  quarters  from  which 
the  severest  attacks  on  the  state-bank  plan  had  come,  and 
both  of  these  motions  aimed  at  the  establishment  of  a  cen- 
tral bank  of  issue.  The  first  of  these  motions,  presented  by 
Gaudard  and  his  supporters,  read  as  follows:  "  The  Bundes- 
rat  is  invited  to  submit  at  a  session  in  the  near  future  a 
report  and  bill  concerning  the  estabUshment  of  a  national 
bank  which  shall  have  limited  hability  and  a  legal  per- 
sonality independent  of  the  state,  and  whose  capital  shall 
be  provided  by  the  Confederation,  the  Cantons,  and  pos- 
sibly the  cantonal  banks.  The  national  bank  shall  have 
its  seat  at  Berne.     The  act  shall  decide  the  mode  of  elect- 
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ing  the  organs  of  the  bank,  which  shall  be  under  the  man- 
agement and  supervision  of  the  Confederation."  The 
second  motion,  which  was  submitted  by  Nationahat 
Cramer-Frey,  president  of  the  Swiss  Handels-  und  Indus- 
trieverein,  was  as  follows:  "The  Bundesrat  is  invited  to 
submit,  as  speedily  as  possible,  and  with  due  regard  to 
the  people's  decision  of  February  28,  1897,  a  new  bill  con- 
cerning the  execution  of  article  39  of  the  federal  constitu- 
tion." 

The  Swiss  Handels- und  Industrieverein,too,  had  already, 
during  the  campaign  against  the  state-bank  law,  set  itself 
the  formal  task  of  drafting  a  new  bill  on  the  basis  of-  the 
second  alternative  of  article  39  (central  joint-stock  bank 
with  the  cooperation  of  the  Confederation  in  its  supervi- 
sion and  administration) ,  with  a  view  to  submitting  it  to 
the  Bundesrat  without  delay.  In  March,  1898,  this  bill 
was  presented  to  the  Bundesrat  after  it  had  bieen  approved, 
on  March  5,  1898,  at  a  meeting  of  the  delegates  of  the 
Swiss  Handels-  und  Industrieverein. 

The  bill  of  the  Handels-  und  Industrieverein  aimed  at  a 
mixed  bank;  two-fifths  of  the  bank's  capital  was  to  be 
found  by  the  Cantons,  one-fifth  by  the  existing  banks  of 
issue,  and  two-fifths  by  private  capitalists.  The  financial 
participation  of  the  Confederation  was  entirely  left  out  of 
the  question,  and  this  for  the  reason  that  the  defeat  of  the 
bank  bill  had  been  chiefly  due  to  the  fact  that  a  large  part 
of  the  people  disliked  the  idea  of  the  Confederation  under- 
taking financial  liabilities  and  tying  up  the  credit  of  the 
Confederation  with  that  of  a  bank  establishment.  Zurich 
was  contemplated  as  the  chief  seat  of  the  bank ;  its  business 
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activity  was  limited  to  that  of  a  pure  transfer,  note-issuing, 
and  discount  bank;  dividends  were  limited  to  a  maximum 
of  4  per  cent,  and  the  remaining  jJrofit  was  to  be  divided 
among  the  Cantons.  Apart  from  a  general  meeting,  to 
which,  in  the  main,  only  matters  of  form  were  to  be  referred, 
the  bill  provided  for  the  creation  of  two  administrative  bod- 
ies for  the  bank.  The  first  was  to  be  the  bank  council,  25 
members  of  which  were  to  be  elected  by  the  general  meet- 
ing, and  20  members,  as  well  as  the  president,  were  to  be 
nominated  by  the  Bundesrat.  This  bank  council  was  to 
have  the  duty  of  making  the  reports  of  business  and  the 
yearly  balance  sheet,  of  preparing  the  matter  that  was  to 
be  laid  before  the  general  meeting,  and  of  deciding  upon 
all  business  transactions  involving  more  than  5,000,000 
francs.  The  second  body  was  to  be  a  bank  committee,  to 
be  appointed  by  the  bank  council,  which  was  to  manage  the 
affairs  of  the  bank  conjointly  with  the  board  of  directors, 
also  to  be  appointed  by  the  bank  council. 

At  the  same  time  another  project  was  laid  before  the 
Bundesrat — "Outlines  for  the  estabhshment  of  a  Swiss 
federal  bank.  Proposal  submitted  by  a  group  of  members 
of  the  Bundesversammlung,  excluding  the  employment  of 
private  capital."  This  scheme  was  worked  out  by  the 
friends  of  the  rejected  project  of  a  pure  state  bank,  namely 
by  Favon,  Gaudard,  Heller,  Hirter,  and  Jordan-Martin, 
all  members  of  the  Nationalrat.  One-third  of  the  capital 
of  this  federal  bank  was  to  be  suppUed  by  the  Cantons, 
one-third  by  the  existing  banks  of  issue  which  are  managed 
with  the  cooperation  of  the  cantonal  authorities,  and  the 
remaining  one-third  by  the  Confederation;  the  latter  also 
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to  take  such  part  of  the  shares  as  might  not  be  sub- 
scribed for  by  the  Cantons  or  cantonal  banks.  In  the  bank 
council,  to  be  composed  of  60  members,  the  cantonal 
banks  were  to  have  5  representatives,  the  Cantons  25, 
and  the  confederation  30. 

J.  J.  Keller,  former  member  of  the  Nationalrat,  sub- 
mitted a  third  plan  to  the  effect  that  a  federal  bank,  with 
subsidiary  guaranty  on  the  part  of  the  Confederation  and 
endowed  with  the  bank-note  monopoly,  be  established; 
that  its  total  note  issue  be  limited  to  250,000,000  francs, 
of  which  sum  180,000,000  francs  were  to  be  left  at  the  dis- 
posal of  the  existing  cantonal  banks  free  of  interest,  the 
private  banks  of  issue  to  lose  their  privilege  of  issuing 
notes  and  to  be  declared  agencies  of  the  federal  bank. 

These  three  plans  were  laid  before  the  commission  of 
experts  appointed  by  the  Federal  Finance  Department, 
which  held  its  sessions  at  Berne  from  July  9  to  November 
24,1 898 .  Already  in  his  opening  speech,  Btmdesrat  Hauser 
declared  his  position,  which  was,  in  substance,  that  the 
result  of  the  popular  vote  of  February  24,  1897,  could  not 
be  regarded  as  signifying  that  the  only  possibility  still 
open  was  that  of  a  private  joint-stock  bank  endowed  with 
the  bank-note  monopoly.  "You  will  not  take  it  amiss 
if  I  say  that  I  shall  not  recommend  to  the  Bundesrat  any- 
thing that  I  can  not  justify  in  my  own  eyes.  The  respon- 
sibility resting  on  my  shoulders  in  this  matter  is  far  greater 
than  yours,  and  with  legislation  of  this  kind  the  name  of 
the  head  of  the  department  remains  more  or  less  bound  up 
for  all  time.  I  am  prepared  to  make  concessions,  but 
the  question  remains. of  what  nature  they  are."     Chiefly 
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influenced  by  the  stand  taken  by  Bundesrat  Hauser,  the 
commission  made  a  number  of  decisions  concerning  con^ 
troverted  points,  which  were  calculated  to  satisfy  friends 
of  a  state  bank  without  altogether  excluding  private 
capital  from  participation  in  the  central  bank  to  be 
created.  On  the  basis  of  these  results  the  Finance  Depart- 
ment worked  out  the  preliminary  draft  of  a  federal  law 
concerning  the  erection  of  a  central  bank  of  issue,  and  after 
this  preliminary  draft  had  been  approved  by  a  smaller 
commission  of  experts  the  final  draft  of  the  bill  was  handed 
over  on  March  24,  1899,  to  the  parliamentary  commissions 
previously  appointed. 

The  new  draft  sought  to  make  concessions  in  both  direc- 
tions, though  without  concealing  the  preference  of  its 
originator  for  a  state  bank.  Of  the  36,000,000  francs  of 
capital  which  was  proposed,  one-third  was  to  be  supplied 
by  the  Confederation,  one-third  by  the  Cantons,  and  one- 
third  by  private  capital;  such  part  of  the  capital  as  had 
not  been  taken  up  by  the  Cantons  or  been  subscribed  for 
by  the  public  was  to  fall  to  the  Confederation.  The ' '  Swiss 
Federal  Bank"  was  to  have  separate  legal  existence  as 
a  person.  The  business  activity  of  the  bank  was  restricted 
in  a  manner  similar  to  that  proposed  by  the  Swiss  Han- 
dels-  imd  Industrieverein.  As  cover  for  the  notes,  40 
per  cent  in  specie  was  fixed,  the  remaining  60  per  cent 
to  consist  of  bars,  discount  bills,  and  foreign  drafts.  Of 
the  net  profits,  15  per  cent,  were  to  go  to  the  surplus  in 
the  first  instance,  imtil  the  surplus  had  reached  the  height 
of  30  per  cent  of  the  original  capital;  then  a  dividend  of  4 
per  cent  was  to  be  paid  out  and  all  the  remainder  was  to 
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be  handed  over  to  the  Cantons.  There  was  to  be  no 
general  meeting,  and  the  supreme  authority  of  the  bank 
was  to  be  a  general  council  consisting  of  75  members;  the 
Confederation,  the  Cantons,  and  the  private  shareholders 
appointing  each  one-third  of  this  number,  and  the  Bundes- 
rat  naming  its  president  and  vice-president.  This  general 
council  was  given  the  rights  usually  exercised  by  a  gen- 
eral meeting.  The  general  council  was  to  choose  out 
of  its  number  13  members  to  form,  in  conjunction  with 
the  president  and  vice-president  chosen  by  the  Bundesrat, 
a  bank  council  of  15  members  in  all.  The  bank  council 
was  to  meet  at  least  once  every  three  months;  to  it  was 
assigned  the  duty  of  making  the  annual  report,  of  pre- 
paring motions,  etc.,  for  the  general  council,  and  of 
drafting  regulations  to  be  approved  by  the  Bundesrat; 
it  was  also  to  have  the  right  of  making  nominations  to 
the  directorate  to  be  acted  on  by  the  Bundesrat.  The 
president  and  vice-president  and  3  other  members  selected 
from  among  the  bank  council  were  to  constitute  the  bank 
committee,  which  was  to  exercise  supervision  and  control 
of  the  management  of  the  business,  to  give  advice  as  to 
the  fixing  of  the  bank  rate,  and  to  appoint  the  local  com- 
mittees. The  directorate  (Direktorium) ,  the  real  executive 
authority,  was  to  be  elected  by  the  Bundesrat  for  a  period 
of  six  years,  upon  the  nomination  (not  binding)  of  the  bank 
council ;  it  was  to  consist  of  from  3  to  5  members  and  was 
to  operate  conjointly  with  the  bank  committee.  The 
Bundesrat  also  claimed  the  right  to  nominate  the  local 
managers;  on  the  other  hand,  the  audit  commission  was 
to  be  appointed  by  the  general  council  of  the  bank.     The 
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charter  of  the  bank  was  to  run  for  a  period  of  twenty- 
years,  and  in  the  transitional  dispositions  two  and  a  half 
years'  time  was  given  to  the  existing  banks  of  issue  to  call 
in  their  notes.  Berne  was  fixed  upon  as  the  seat  of  the 
bank. 

The  special  commission  of  the  Nationalrat  considered 
this  bill  in  the  days  of  April  19-22,  1899;  in  the  full 
assembly  of  the  Nationalrat  Mr.  Scherrer-Fuellemann 
moved  that  the  proposition  of  the  Bundesrat  be  not 
considered,  and  that  the  federal  council  be  invited  to 
prepare  a  bill  mainly  on  the  basis  of  the  law  of  June  18, 
1896,  but  with  limited  liability  on  the  part  of  the  Con- 
federation. Nationalrat  Ador,  of  Geneva,  on  the  other 
hand,  proposed  entering  immediately  on  the  subject,  but 
not  upon  the  bill  of  the  federal  council,  but  upon  the  one 
submitted  by  the  Swiss  Handels-  und  Industrieverein. 
Both  motions  were  defeated,  and  the  bill  of  the  Btmdesrat, 
Tvhich  was  warmly  recommended  by  Bundesrat  Hauser, 
was  fully  considered  at  the  June  session,  and  at  the 
final  vote  of  June  13  it  was  adopted  by  92  votes  against 
23 ;  30  members  not  voting. 

The  alterations  which  were  made  in  the  bill  by  the 
Nationalrat  were  altogether  of  a  secondary  nature.  For 
the  expression  "chief  seat"  the  term  "central  seat"  was 
substituted,  in  the  bill,  it  being  held  that  this  expression 
was  more  accurate  and  less  prejudicial  to  the  importance 
of  the  various  places;  the  central  seat,  i.  e.,  the  seat  of  the 
central  administration,  might  be  legally  established  in 
Berne,  but  such  important  commercial  centers  as  Zurich, 
Basle,  Geneva,  and  St.  Gall  would  naturally  develop  them- 
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selves  into  "chief  seats."  Besides  this,  the  Nationalrat 
withdrew  from  the  Bundesrat  the  right  of  appointing  the 
vice-president  of  the  general  council  and  conferred  this 
power  upon  the  general  council  of  the  bank  itself.  More- 
over, the  duration  of  the  charter  was  reduced  to  fifteen 
years. 

The  commission  of  the  Standerat  had  also  met  in  due 
covirse  to  discuss  the  bill,  but  recommended,  at  the  begin- 
ning of  the  December  session,  1899 — after  the  Nationalrat 
had  passed  the  bill — that  the  subject  be  not  takeu  up  at 
that  session.  The  members  of  the  Standerat  held  that 
the  moment  was  not  opportune  for  discussing  the  bill,  in 
view  of  the  fact  that  the  exchange  rate  on  France  was  50 
points  above  the  gold  point,  and  this  circumstance  was 
calculated  to  put  their  advocacy  of  the  interests  of  the 
cantonal  banks,  and  of  the  banking  policy  of  the  Canton^, 
in  an  unfavorable  light. 

Only  at  the  December  session  of  1900  did  the  bill  come 
up  for  consideration  in  the  Standerat,  and  it  was  passed 
at  the  same  session.  In  seven  points  the  result  arrived  at 
by  the  Standerat  presented  important  variations  from 
the  bill  framed  by  the  Bundesrat  and  from  that  passed  by 
the  Nationalrat.  In  the  interest  of  the  private  and  can- 
tonal banks  the  Standerat  deprived  the  Federal  Bank  of 
the  right  to  accept  deposits  bearing  interest  (an  exception 
being  made  as  to  dealings  with  the  Federal  Administra- 
tion) ,  and  of  the  right  to  accept  securities  for  safekeeping 
and  management;  it  increased  the  dividend  to  4X  per 
cent;  it  charged  the  bank  committee  with  the  appoint- 
ment of  officials  and  employees  under  the  Direktorium  at 
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the  head  office,  and  it  turned  over  the  appointment  of  the 
staff  of  the  branch  offices  to  the  local  bank  committees; 
it  lengthened  the  initial  period  of  the  bank  charter  from 
fifteen  to  twenty  years,  with  a  prolongation  period  of  ten 
years;  it  gave  three  years'  time  instead  of  two  and  a  half 
for  the  drawing  in  of  the  notes  hitherto  in  circulation,  and 
accordingly  altered  the  quarterly  quota  from  one-tenth 
to  one-twelfth  of  the  issue;  moreover,  the  bank  was  to 
assist  the  existing  banks  of  issue  in  the  drawing  in  of  their 
notes  as  much  as  possible,  by  granting  advances  on 
securities.  Finally,  the  expression  "central  seat"  was 
again  replaced  by  "chief  seat,"  and  it  was  transferred 
from  Berne  to  Zurich,  in  retiurn  for  which  the  city  of 
Zurich  was  to  be  obliged  to  provide  a  suitable  site  for  the 
bank's  building  or  to  make  an  equivalent  payment  in 
money. 

In  May,  1901,  the  alterations  made  by  the  Standerat 
were  discussed  by  the  Nationalrat,  and  at  the  June  session 
of  the  same  year  the  existing  differences  were  to  be  ad- 
justed. The  negotiations  respecting  a  settlement  were 
begun  in  the  Nationahat.  This  body  adhered  to  its  con- 
clusions regarding  the  term  "  central  seat,"  the  location  of 
the  central  office  at  Berne,  the  acceptance  of  securities  for 
safekeeping  and  management,  and  the  dividend  of  4  per 
cent;  it  assented,  however,  to  the  Standerat's  provision 
forbidding  the  acceptance  of  interest-bearing  deposits  ex- 
cept from  the  Federal  authorities.  At  the  further  deUb- 
erations  the  Standerat  gave  way  regarding  the  term  "  cen- 
tral seat,"  but  it  adhered  to  a  dividend  of  j^yi  per  cent, 
to  the  prohibition  to  accept  securities  for  safekeeping  and 
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management,  and  to  the  transfer  of  the  central  seat  to 
Zurich.  Then,  after  the  Nationalrat  had  declared  that  its 
decision  respecting  these  three  points  was  final,  the 
Standerat  yielded  to  the  Nationalrat  regarding  the  first 
two  points,  but,  with  full  knowledge  that  it  meant  the 
destruction  of  the  bill,  decided  once  more  in  favor  of 
Zurich  as  central  seat.  The  president  of  the  Standerat 
thereupon  declared,  with  a  sarcastic  smile:  "You  have 
thus  decided  in  favor  of  Zurich  as  the  seat  of  the  bank. 
As  the  Nationalrat  has  declared  that  it  stands  definitively 
by  its  decision,  the  bill  has  failed  to  become  a  law."  " 

a  It  would  thus  appear  as  though  the  bank  bill  was  defeated  solely 
because  of  the  rivalry  of  the  two  cities,  Berne  and  Zurich ;  but  on  looking 
more  closely  into  the  figures  of  the  various  votes  taken,  it  will  be  noticed 
that  this  rivalry  was  merely  utilized  as  an  instrument  by  other  interests: 


Date  of  vote. 


Dec.  7    1900  (Standerat) 

June  18,  1901  (Nationalrat) 
June  26,  1901  (Standerat).. 
June  27,  1901  (Nationalrat) 
June  28,  1901  (Standerat).. 


At  the  vote  of  the  Nationalrat  of  June  18,  Berne  received  69  votes,  at  that 
of  June  27,  81  votes.  What  accounts  for  this  increase?  The  advocates  of 
the  financial  interests  of  the  Cantons,  who  were  strongly  represented  in  the 
Nationalrat,  who  controlled  a  majority  in  the  Standerat,  and  who  were 
more  or  less  enemies  of  the  scheme  of  a  central  bank  and  thus  desired 
the  defeat  of  the  bill,  voted  in  the  Standerat  on  June  26  unitedly  for  Zurich, 
in  the  Nationalrat  the  day  following  unitedly  for  Berne,  and  again  for 
Zurich  the  day  following  in  the  Standerat.  As  they,  moreover,  voted  in 
the  Nationalrat  that  the  decisions  be  declared  final,  and  as  a  ifiajority  for 
Berne  in  the  Standerat  was  out  of  the  question,  the  end  was  gained  and 
the  bill  defeated  without  the  Standerat  being  obliged  to  withhold  its  assent 
to  the  Nationalrat's  action  in  questions  of  a  purely  objective  nature,  which 
would  certainly  have  created  a  bad  impression. 
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The  defeat  of  the  bill  was  variously  interpreted  within 
the  circles  of  the .  Bundesversammlung  itself.  Some  ex- 
plained the  conduct  of  the  Standerat  as  the  result  of  a 
strong  dislike  to  the  scheme  of  a  central  bank  on  the  part 
of  the  majority  of  its  members;  others  saw  an  explana- 
tion in  merely  tactical  considerations  and  maintained  that 
the  law,  against  which  the  referendum  would  surely  have 
been  invoked,  would  have  had  no  chance  whatever  of 
being  accepted  by  the  people — that  French  Switzerland 
and  the  left  wing,  already  prejudiced  against  the  bill  by 
the  concessions  granted  to  private  capital,  would  have 
united  with  the  representatives  of  the  financial  interests 
of  the  cantons  in  the  most  vehement  opposition  to  the 
law;  it  was  consequently  held  that  the  Standerat  had 
seized  the  opportunity  of  taking  the  existing  differences 
between  the  two  chambers  as  a  pretext,  thereby  bringing 
about  the  failure  of  the  bill  instead  of  having  it  rejected 
by  the  referendum,  thus  saving  the  countrv  from  a  second 
embittered  and  unedifying  struggle. 

SECTION   III.— THE  MOTIONS  OF  VON  ARX   AND  SCHERRER- 
FUELLEMANN— THE   FISCAL  DIFFICULTY. 

Owing  to  the  failure  of  the  bill  submitted  by  the  Federal 
Council  March  24,  1899,  the  struggle  for  the  central  bank 
had  arrived  at  a  dead  point.  Attempts  were  made  to 
carry  into  effect  the  two  alternatives  set  down  in  the  new 
article.  39  of  the  federal  constitution,  one  after  the  other, 
but  no  progress  whatever  was  made  in  the  matter.  In 
the  year  1901  it  was  still  in  the  same  state  as  immediately 
after  the  revision  of  the  constitution  in  the  year  1891. 
The  exclusive  right  of  issuing  bank  notes,  which  accord- 
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ing  to  the  constitution  belonged  solely  to  the  Confedera- 
tion, was  still  exercised,  as  before,  by  the  36  existing 
cantonal  and  private  institutions ;  and  the  abnormal  situ- 
ation was  presented  that  the  requirements  of  the  federal 
constitution  and  the  actual  organization  of  the  note- 
bank  system  were  in  direct  contradiction  with  each  other. 
After  the  second  attempt  to  enact  a  bank  law  had  been 
frustrated  by  the  resistance .  of  the  Standerat,  a  certain 
spirit  of  despondency  was  noticeable  all  along  the  line; 
in  many  quarters  the  question  was  asked,  whether  it  was 
possible  at  all  to  find  a  plan  which  would  satisfy  all  the 
opposing  interests.  Among  the  opponents  of  the  central 
bank  scheme  it  was  asserted  that  the  failure  of  the  bill 
did  not  necessarily  mean  the  abandonment  of  all  hope  of 
attaining  the  objects  in  view;  the  shortcomings  of  the 
banking  system,  which  doubtless  existed,  could  be  re- 
moved and  a  number  of  improvements  could  be  carried 
through,  if  the  legislative  authorities  would  only  put  the 
creation  of  a  central  bank  on  one  side  for  a  moment  and 
would  take  in  hand  instead  the  revision  of  the  bank  law 
of  the  year  1881.  It  might  be  possible,  argued  the  sup- 
porters of  these  views,  by  improving  and  establishing  by 
law  the  organization  which  had  been  created  by  the 
concordat  of  the  banks  of  issue,  by  developing  the  rela- 
tionships already  existing,  by  founding  and  enlarging 
central  clearing  offices,  etc.,  to  put  the  decentralized 
Swiss  note-bank  system  into  a  position  to  fulfill  the  func- 
tions which  it  was  usually  assumed  could  be  fulfilled  only 
by  a  central  bank  of  issue.  This  view  found  parUamen- 
tary  expression  in  a  motion  presented  by  Von  Arx  and. 
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others  to  the  Standerat  on  December  17,  1901,  and  at  the 
sitting  of  the  Standerat  bf  April  18,  1902,  this  motion  was 
declared  important  and  was  referred  to  the  Bundesrat. 

The  motion  of  Von  Arx  was  as  follows:  "The  revised 
article  39  of  the  federal  constitution  aims  at  the  estab- 
lishment of  a  federal  bank  endowed  with  the  bank-note 
monopoly.  All  the  efforts  that  have  so  far  been  made  to 
carry  out  this  requirement  have  been  frustrated  either  on 
account  of  the  people's  resistance  or  owing  to  the  fact 
that  the  authorities  failed  to  agree.  Whether  an  adjust- 
ment of  existing  differences  will  be  possible  in  the  near 
future  is  more  than  doubtful  at  the  moment.  On  the 
other  hand,  our  note-bank  system  presents  evils  which 
urgently  demand  correction  and  the  removal  of  which 
should  not  be  postponed  for  a  number  of  years.  The 
undersigned,  therefore,  invite  the  Bundesrat  to  examine 
and  report  to  the  Bundesversammlung  whether  the  law 
of  March  8,  1881,  respecting  the  issue  and  redemption  of 
bank  notes  should  not  be  subjected  to  a  revision,  and,  in 
case  of  an  affirmative  conclusion,  to  submit  a  bill  refer- 
ring thereto.  Irrespective  of  the  revision  of  the  bank- 
note law,  the  carrying  out  of  the  revised  article  39  of  the 
federal  constitution  should  be  further  prosecuted." 

As  the  essential  points  to  be  taken  into  consideration 
in  the  event  of  such  a  revision,  the  Standerat  at  its  meeting 
of  the  1 8th  of  April,  1902,  designated  the  following,  at  the 
instance  of  Standerat  von  Arx:  (i)  Limitation  of  the 
note  issue,  either  by  the  Bundesrat  or  the  Bundesversamm- 
lung; (2)  establishment  of  the  percentage  to  be  assigned 
•to  the  various  cantons  in  the  total  issue  on  the  basis  of 
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their  note  issue  in  the  past,  their  population,  and  their 
economic  importance;  (3)  the  conferring  on  the  Bundesrat 
of  the  power  to  restrict,  in  case  of  need,  the  total  issue  of 
notes  and  to  require  the  various  banks  of  issue  to  reduce 
their  circulation  proportionally;  (4)  covering  of  the  entire 
note  circulation  by  cash  and  bills;  (5)  obligation  on  the 
part  of  the  banks  to  recognize  and  respect  the  decisions 
of  the  discount  committee ;  (6)  establishment  of  a  cehtral 
clearing  house  as  an  official  institution;  (7)  taxation  of 
the  banks  of  issue  according  to  the  extent  of  their  actual 
note  circulation  and  not,  as  hitherto,  on  the  authorized 
issue;  (8)  creation  of  a  uniform  Swiss  bank  note,  for  the 
redemption  of  which  the  existing  banks  of  issue  would  be 
conjointly  responsible. 

It  was  hardly  necessary  to  waste  a  word  as  to  the  use- 
fulness of  the  reforms  here  proposed;  there  could  be  no 
doubt  that  if  it  had  been  possible  to  realize  them  the  worst 
evils  of  the  Swiss  banking  organization  would  have  dis- 
appeared. That  the  introduction  of  an  amended  form  pf 
the  bank  act  of  1881  would  not,  however,  have  overcome 
all  these  evils,  and,  above  all,  that  the  36  banks  would  not 
have  been  in  a  position  to  fulfill  the  functions  of  a  central 
bank  as  a  regulator  of  the  currency,  was  indicated  in  the 
motion  of  Von  Arx  itself,  in  which  the  revision  of  the  exist- 
ing bank  act  was  regarded  as  merely  a  preliminary  to  the 
creation  of  a  central  bank  of  issue. 

The  motion  of  Von  Arx  was,  however,  beset  with  such  a 
number  of  difficulties — constitutional,  economic,  and  po- 
litical— that  it  seemed  from  the  first  almost  out  of  the  ques- 
tion that  the  Bundesrat  and  the  Nationalrat  would  take 
action  in  pursuance  of  it. 
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Article  39  of  the  federal  constitution  of  the  year  1874 
granted  to  the  Confederation  the  power  to  establish  by- 
law regulations  respecting  the  issue  and  redemption  of 
bank  notes;  this  article  was  rescinded  through  the  revision 
of  the  constitution  in  1891.  Since  October  18,  1891,  the 
Swiss  constitution  transfers  the  monopoly  of  the  issue  of 
bank  notes  to  the  Confederation,  and  leaves  it  to  legisla- 
tion to  decide  on  the  manner  of  exercising  this  monopoly, 
but  the  article  does  not  contain  any  provisions  that  could 
serve  as  a  constitutional  basis  for  a  bank  law  based  on  the 
system  of  multiplicity ,  of  banks.  The  opinion  was  ex- 
pressed on  the  occasion  of  the  debate  upon  the  motion  of 
Von  Arx  in  the  Standerat  that  the  old  article  39  of  the 
federal  constitution  remained  in  force  until  such  time  as  the 
new  article  had  actually  been  carried  into  effect;  but  this 
view  is  entirely  at  variance  with  the  phrasing  of  the  new 
article,  which  says:  "Article  39  of  the  federal  rf;onstitution 
is  rescinded  and  in  its  stead  the  following  article  has  been 
passed."  The  view  was  also  expressed  in  the  Standerat 
that  the  new  article  39  of  the  federal  constitution  really 
signified  an  extension  of  the  powers  vested  in  the  Confed- 
eration, and  it  therefore  implicitly  included  eo  ipso  the 
former  competences  of  the  Confederation;  but  this  state- 
ment was  met  with  the  justified  retort  that  the  new  article 
39  was  not  an  extension  of  the  old  one ;  on  the  contrary,  the 
two  articles  had  nothing  in  common.  It  was  out  of  the 
question  that  the  Bundesrat  or  the  Nationalrat  would 
consent  to  a  flagrant  violation  of  the  constitution,  which 
a  revision  of  the  bank  law  on  the  strength  of  a  rescinded 
constitutional  article  would  have  been.     A  revision  of  the 


114 


The      Swiss      Banking     Law 

bank  law  would  have  required  as  a  preliminary  a  new  al- 
teration of  article  39  of  the  federal  constitution,  and  neither 
in  the  Federal  Chambers  nor  among  the  people  could  a 
majority  have  been  secured  for  such  a  step. 

Two  other  and  weighty  classes  of  considerations  were  in 
opposition  to  a  revision  of  the  law. 

In  the  first  place,  there  were  considerations  of  a  political 
nature;  it  is  quite  clear  that  such  a  revision,  if  it  was 
really  meant  to  bring  about  healthier  conditions,  would 
necessarily  have  had  to  be  very  thorough,  as  was  even 
acknowledged  by  the  supporters  of  the  idea  of  revising  the 
law  of  the  year  1 88 1 .  A  restriction  of  the  business  activity 
of  the  banks,  an  increase  in  the  metallic  cover  for  the  notes, 
and  an  alteration  of  the  composition  of  the  investments  in 
favor  of  the  less  profitable  short-time  investments  would 
essentially  have  been  foregone  conclusions,  and  would  have 
resulted  in  a  decrease  of  the  profits  of  these  banks.  This 
would  have  roused  the  opposition  of  the  representatives  of 
the  fiscal  interests  of  the  cantons,  who  would  have  ob- 
jected to  such  a  revision  of  the  law,  just  as  they  objected 
to  the  plan  of  a  central  bank.  Not  without  reason  it  was 
pointed  out  that  the  eventual  advantages  of  a  revision 
of  the  law  would  not  be  important  enough  to  form  a  recom- 
pense for  the  expenditure  of  the  political  force  necessary 
to  overcome  this  opposition. 

Finally,  considerations  of  tactics  and  of  principle  spoke 
against  a  revision  of  the  law.  Even  though  the  hope  was 
expressed  in  the  motion  of  Von  Arx,  that  a  revision  of  the 
bank  act  of  1881  might  be  had  without  prejudice  to  the 
subsequent  execution  of  article  39  of  the  federal  constitu- 
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tion,  such  a  revision  would  in  fact  have  resulted  in  pushing 
the  idea  of  erecting  a  central  bank  of  issue  into  the  back- 
ground, if  not  entirely  frustrating  the  object.  An  arti- 
ficial prolongation  of  the  situation  that  had  been  created 
under  the  influence  of  the  law  of  1881  was,  however,  in 
accordance  neither  with  the  economic  interest  of  Switzer- 
land nor  with  the  result  of  the  popular  vote  of  October 
18,  1 89 1.  A  prominent  supporter  of  the  views  embodied 
in  the  motion  of  Von  Arx,  who  as  early  as  1879  prefixed  to 
a  paper  on  the  Swiss  bank-note  question  the  motto,  "The 
best  policy  of  a  country  is  to  continue  as  far  as  possible  in 
its  existing  arrangements,"  declared  again  in  1902  that  the 
best  way  to  accomplish  an  object  is  "to  build  on  what 
exists,  on  what  has  proved  serviceable;"  but  in  reply  to 
this  nothing  need  be  said  but  that  in  this  case  what  exists 
has  proved  most  unserviceable,  that  the  conditions  at  the 
close  of  the  nineteenth  century  showed  very  unhealthy 
signs,  and  that  to  build  on  what  exists  would,  conse- 
quently, have  meant  to  erect  the  new  building  on  a  rotten 
foundation. 

A  realization  of  the  purposes  embodied  in  the  motion  of 
Von  Arx  would  have  encountered  difficulties  hardly  less 
pronounced  than  those  with  which  the  idea  of  the  estab- 
lishment of  a  central  bank  had  to  contend.  That  this 
idea,  however,  in  spite  of  all  difficulties,  did  not  for  a 
moment  lose  its  hold,  even  after  the  second  bill  for  a  central 
bank  had  been  killed,  is  proved  by  the  reply  which  was 
made  to  the  majority  of  the  Standerat  by  some  members 
of  the  Nationalrat  after  the  second  bank  bill  had  been 
defeated. 
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After  the  president  of  the  Standerat  had  declared,  on 
June  28,  1901,  that  the  bank  bill  had  not  passed,  the  fol- 
lowing motion  (by  Scherrer-Fuellemann)  was  put  by  sev- 
eral members  of  the  governmental  left  and  of  the  social- 
istic group  in  the  Nationalrat: 

"The  Bundesrat  is  invited  to  submit  to  the  Federal 
Chambers,  as  soon  as  convenient,  a  new  bill  in  execution  of 
article  39  of  the  federal  constitution,  based  essentially  on 
the  federal  law  rejected  on  June  18,  1896  (pure  State  Bank) 
and  giving  all  possible  consideration  to  the  interests  of  the 
cantonal  banks." 

In  the  March  session  of  1903  the  motion  of  Scherrer- 
Fuellemann  came  up  for  consideration  in  the  Federal 
Chambers;  in  the  Nationalrat  Scherrer-Fuellemann  spoke 
in  support  of  the  motion  from  the  historical  and  legal  point 
of  view,  and  Hirter  from  that  of  economics  and  of  banking 
principles.  '  The  positive  demand  made  in  the  motion 
upon  the  Bundesrat  to  construct  the  new  bill  on  the  basis 
of  the  defeated  state  bank  bill  of  the  year  1896  was 
objected  to  by  Ador,  of  Geneva.  He  recognized  the  neces- 
sity of  centralizing  the  note-bank  system,  but  he  desired  to 
have  a  bill  drawn  on  the  basis  of  the  second  alternative 
contained  in  the  federal  constitution,  the  creation  of  a 
private  bank  managed  with  the  cooperation  and  under  the 
control  of  the  Confederation.  Against  this  demand  in  the 
motion  of  Scherrer-Fuellemann,  Bundesrat  Comtesse  also 
protested,  expressing  the  opinion  that  it  would  offend 
democratic  sentiment  to  submit  again  a  bill  drawn  upon 
the  basis  of  the  law  that  had  been  rejected  by  the  people. 
Moreover,  he  said  it  would  be  possible  to  safeguard  the 
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general  interests  without  sticking  to  the  form  of  a  state 
bank,  not  the  manner  of  providing  the  capital  but  the 
form  of  the  bank  management  being  of  decisive  signifi- 
cance. 

In  all  this  there  was  to  be  perceived  a  note  of  concilia- 
tion and  of  willingness  to  make  concessions.  The  sup- 
porters of  the  state-bank  scheme,  Scherrer-Fuellemann 
and  Hirter,  were  wilUng  to  relieve  the  Confederation  of 
responsibility  as  regards  the  shares,  to  leave  part  of  the 
capital  to  the  cantonal  banks  and  if  necessary  to  all  the 
banks  of  issue,  and  to  take  the  interests  of  the  cantonal 
banks  into  consideration  by  appropriate  limitation  of  the 
sphere  of  activity  of  the  federal  bank.  On  the  other  hand, 
the  spokesman  of  the  idea  of  a  private  joint-stock  bank 
declared  that  his  political  friends  would  agree  to  the 
federal  authorities  being  given  large  powers  (election  of 
the  president  and  direktorium  by  the  Bundesrat  placing 
the  bank  under  a  far-reaching  control  through  a  federal 
control  office,  etc.).  On  all  sides  the  necessity  of  ade- 
quate consideration  of  the  fiscal  interests  of  the  cantons 
was  fully  acknowledged. 

In  accordance  with  this  state  of  feeling,  the  Scherrer- 
Fuellemann  motion  was  accepted  in  a  weakened  form. 
The  Bundesrat  was  invited  "to  submit  to  the  Federal 
Chambers,  as  soon  as  possible,  a  new  bill  in  execution  of 
article  39  of  the  federal  constitution  (bank-note  mo- 
nopoly)." In  this  wording  the  motion  was  also  approved 
by  the  Standerat,  and  that  of  Von  Arx  was  thereby  quietly 
shelved. 
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The  task  of  drafting  a  new  bill,  which  was  thus  devolved 
upon  the  Bundesrat  and  with  which  the  Finance  Depart- 
ment was  entrusted,  was  not  only  extremely  difficult 
from  a  technical  point  of  view,  but  it  was  also  of  far- 
reaching  political  importance.  It  was  not  merely  a 
question  of  constructing  a  new  bill,  but  of  constructing  the 
last  bill.  There  was  no  doubt  whatever  in  the  Bundesrat 
that  after  the  first  state-bank  law  had  been  rejected  by 
the  people  and  a  second  bill  had  failed  in  the  Bundes- 
versammlung  the  one  about  to  be  worked  out  in  execu- 
tion of  the  Scherrer-Fuellemann  motion  would  have  to  be 
the  last;  there  was  no  doubt  that  if  this  bill  should  fail  to 
become  a  law  the  idea  of  centraUzing  the  note-bank  sys- 
tem in  Switzerland  would  have  to  be  dropped  for  years 
to  come,  if  not  for  decades,  and  the  supporters  of  the 
views  expressed  in  the  motion  of  Von  Arx  would  gain  the 
upper  hand.  And  in  connection  with  this  the  conviction 
was  felt  that  such  a  negative  issue  of  years  of  labor  would 
have  a  detrimental  effect  upon  Swiss  economic  life.  For 
these  reasons,  together  with  a  recognition  of  the  fact  that 
the  efficiency  and  usefulness  of  a  central  banking  insti- 
tution does  not  depend  upon  its  outer  forms,  but  upon  its 
internal  arrangements  and  organization,  persons  in  influen- 
tial positions  were  prepared  to  forego  all  party  preferences 
and  to  be  satisfied  with  any  type  of  soundly  organized 
central  bank  which  would  be  able  to  perform  the  functions 
of  a  central  bank  of  issue  and  to  unite  in  its  favor  at  least 
a  majority  of  the  opposing  interests  and  opinions  involved. 
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If  we  now  look  at  the  grouping  of  the  various  elements 
on  which  the  acceptance  of  any  new  measure  depended 
in  the  first  instance,  and  which  would  play  a  decisive  part 
in  the  event  of  a  popular  vote,  we  find  that  the  situation 
had  changed  entirely,  as  compared  with  the  grouping  in 
connection  with  the  popular  vote  of  February  24,  1897. 

Ivooking  first  at  the  group  of  the  "unconditional" 
opposition,  it  is  evident  that  they  could  not  be  won  over 
for  the  cause.  He  who  votes  "no"  at  every  referendum 
on  a  federal  law,  on  principle  as  a  matter  of  political  oppo- 
sition, will  of  course  do  so  in  the  case  of  a  federal  bank 
law,  and  with  this  kind  of  opposition  it  has  always  been, 
and  will  always  be,  necessary  to  reckon. 

The  opposition  which  Herr  Hauser  designated  at  the 
time  as  being  led  by  the  Swiss  Handels  und  Industrieverein 
was  no  longer  as  strong  as  it  had  been  at  the  time  of  the 
popular  vote  on  the  first  bank  law  in  1897,  for  in  these 
circles  the  conviction  had  been  gaining  ground  that  the 
creation  of  a  central  bank  of  issue  was  an  economic 
necessity  and  that  a  central  bank,  even  with  the  partici- 
pation of  the  state,  would  be  preferable  to  the  existing 
system  of  decentralization.  Moreover,  these  persons 
might  be  conciliated  in  great  measure  by  the  admission 
of  private  capital.  The  probability  had  to  be  reckoned 
with,  however,  that  even  if  a  mixed  basis  were  adopted 
in  the  bill  a  certain  amount  of  opposition  from  these 
quarters  would  make  itself  felt.  The  fact  that  the  con- 
cordat of  the  Swiss  banks  of  issue  joined  the  Swiss  Handels- 
und  Industrieverein  goes  to  prove  that  it  hoped  to  find 
friends  and  defenders  there. 
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A  more  optimistic  view  was  justified  as  regards  those 
groups  of  the  opposition  whose  attitude  in  1897  was  a 
manifestation  of  the  fear  that  the  establishment  of  a  cen- 
tral bank  of  issue  might  result  in  a  strengthening  of  the 
federal  power.  This  fear,  however,  has  been  gradually 
dying  out  during  the  last  few  years.  It  has  happened  on 
more  than  one  occasion  in  Switzerland  that  the  demands  of 
economic  life  and  the  peculiarities  of  old  habits — ^the  large- 
scale  methods  of  modem  life  and  the  traditional  small- 
scale  methods  of  the  state,  modem  business  and  ancient 
customs — have  for  a  time  measured  forces  against  each 
other,  and  that  business  has  proved  itself  the  stronger  of  the 
two.  Centralized  economic  life  requires  centralized  laws 
and  centralized  institutions.  It  may  be  said  that  as  the 
urgent  necessity  of  a  reform  became  more  and  more 
generally  recognized  the  opposition  of  the  anticentraliza- 
tion  groups  became  correspondingly  feeble. 

This  change  of  sentiment,  however,  is  not  due  solely  to 
the  pressure  exerted  by  economic  needs.  It  is  also  largely 
due  to  a  general  change  in  the  internal  political  situation 
of  Switzerland.  Up  to  a  comparatively  recent  time,  say 
fifteen  years  ago,  there  existed,  even  in  rather  broad- 
minded  circles,  the  idea  that  the  Swiss  Canton  was  an 
institution  doomed  to  ossification  and  that  anything  new 
and  live  could  be  looked  for  only  from  the  Confederation. 
To  this  view  corresponded,  naturally  enough,  on  the  other 
side  an  intensified  feeling  of  the  need  of  self-defense,  and 
consequently  a  dread  of  any  strengthening  of  the  federal 
power.     But  this  position  of  affairs  has  vastly  changed 
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during  the  last  fifteen  years.  It  is  becoming  more  and 
more  generally  recognized  that  a  number  of  improvements 
appertaining  to  the  civilization  and  social  life  of  a  modem 
state  can  be  achieved  much  more  rapidly  on  a  cantonal 
basis  than  by  way  of  federal  legislation;  and  there  is  a 
corresponding  diminution  of  the  former  sensitiveness  of 
the  Cantons,  and  of  their  fears  of  a  strengthening  of  the 
federal  power.  While  in  the  neighborhood  of  the  year 
1890,  at  the  time  of  the  revision  of  article  39  of  the  federal 
constitution,  the  opposition  used  the  fear  of  increasing  the 
power  of  the  Confederation  as  one  of  its  chief  arguments, 
this  fear  plays  only  an  unimportant  role  nowadays.  It  is 
a  significant  mark  of  the  change  which  had  taken  place, 
that  a  man  of  the  political  character  of  Regierungsrat 
Schmid,  of  Lucerne,  in  1903,  in  a  statement  of  his  position 
on  the  question  of  a  central  bank  of  issue,  could  use  the 
following  words:  "I  am  really  a  pronounced  federalist, 
i.  e.,  I  could  never  agree  to  the  Cantons  being  swallowed 
up  by  the  Confederation;  but  everything  that  the  Cantons 
can  not  control  should  go  over  to  the  Confederation,  and 
also  everything  which  is  of  such  a  nature  as  to  require 
tmified  management  in  order  to  secure  the  greatest  benefit 
to  all.  This  is  eminently  true  of  the  bank-note  system, 
which  should  be  nationalized  by  the  Confederation." 

While  the  two  last-named  opposition  groups  had  thus  lost 
in  importance  since  the  year  1897,  and  while  the  new  bill 
could  count  upon  a  greater  number  of  supporters  among 
those  who  did  not  consider  the  question  in  any  political 
light,  but  from  an  economic  standpoint,  and  who  would 
prefer  any  central  bank  to  a  multiplicity  of  banks — while 
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the  prospect  of  a  central  bank  had  improved  in  these  ways, 
there  arose  on  the  other  hand  an  obstacle  which  had  to  be 
overcome  at  all  costs.  The  number  of  those  voters  whose 
attitude  is  determined  by  the  fiscal  interests  of  the  Cantons 
and  who  accordingly  view  the  question  of  the  establish- 
ment of  a  central  bank  of  issue  from  this  standpoint,  had 
very  materially  increased  since  1897;  indeed  to  such  an 
extent  that,  conjointly  with  the  votes  sure  to  be  cast  against 
any  bank  bill  whatsoever,  they  were  in  a  position  to  defeat 
any  bill  that  did  not  give  consideration  to  the  contonal 
finances. 

The  financial  position  of  the  Cantons  had  become  con- 
siderably worse  since  the  year  1897.  While  in  1885  the 
administrative  expenses  were  only  66,000,000  francs,  they 
increased  to  84,000,000  in  1891,  and  to  113,000,000  in  1898, 
and  in  1901  they  were  just  double  the  amount  for  1885; 
in  the  same  lapse  of  time  the  population  had  only  increased 
by  about  15  per  cent.  By  far  the  greatest  part  of  the 
increase  of  taxation  is  composed  of  new  direct  taxes, 
including  increased  inheritance  taxes  and  a  continual 
advance  in  municipal  taxes.  More  than  half  of  the  Can- 
tons have  enacted  new  tax  laws  since  1885,  and  in  several 
Cantons  tax  reform  is  being  agitated.  Though  there  can 
be  no  doubt  that  taxable  capacity  has  grown  much  more 
rapidly  than  population,  the  results  of  the  cantonal  polls 
during  the  last  few  years  show  plainly  that  this  increase 
of  taxable  capacity  had  been  anticipated  by  the  new  tax 
laws.  In  many  Cantons  the  taxation  screw  has  been  put 
on  to  the  limit  of  effectiveness ;  there  any  further  increase 
of  taxation  does  not  yield  increased  revenues,  but  only 
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leads  to  evasion  of  taxes  or,  in  some  instances,  to  emigra- 
tion of  capital.  Even  in  the  Cantons  in  which  taxation 
has  not  been  carried  to  extreme  heights,  the  people  are 
restive  as  to  taxation  and  hostile  to  reform.  In  Soleure, 
Bettie,  Lucerne,  and  Argovie  the  new  tax  laws  have  been 
rejected  by  the  people,  while  on  the  other  hand  the  can- 
tonal revenues  hitherto  received  no  longer  suffice  to  satisfy 
the  heavy  demands  made  on  the  Cantons  for  educational 
and  social  objects.  While  the  figures  for  1896  still  showed 
a  surplus  of  revenue  amounting  to  about  i  ,000,000  francs, 
the  accounts  of  1898  closed  with  a  deficit  of  about  74,000 
francs  and  those  of  1899  with  a  deficit  of  2,300,315  francs. 
Since  then  a  little  improvement  has  shown  itself.  The 
accounts  of  the  Cantons  showed  a  deficit  of  2,300,000 
francs  in  1902,  and  of  2,200,000  in  1903.  In  1904  it 
fell  to  346,478  francs;  but  no  very  great  importance  is 
to  be  attached  to  this  improvement,  because  in  the  can- 
tonal budget  for  1905  a  deficit  of  over  6,500,000  is  antici- 
pated, and  though  budget  figures  of  deficits  must  be  taken 
with  great  reserve,  they  nevertheless  have  significance  as 
symptoms,  and  justify  the  conclusion  that  the  equilibrium 
of  the  cantonal  finances  is  by  no  means  assured. 

In  view  of  such  a  situation  it  could  not  (and  can  not) 
be  expected  of  the  Cantons  that  they  would  give  up  the 
revenue,  small  though  it  be,  which  they  drew  from  the 
cantonal  bank-note  taxes  and  from  the  net  profits  of 
the  cantonal  banks.  In  drafting  a  new  bill  for  a  central 
bank  it  was  necessary  to  take  account  of  this  fact,  of  the 
influential  representation  of  the  cantonal  interests  in 
the  Bundesversammlung,  and  finally  of  the  fact  that  the 
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cantonal  taxpayer  is  also  a  federal  voter.  In  order  to 
insure  the  passing  of  the  bill  it  was  essential  to  give  guar- 
anties that  the  cantonal  treasuries  would  benefit  in  some 
way  or  other,  and  would  thus  be  compensated  for  the 
loss  of  the  bank-note  business. 

SECTION  IV.— THE  FINANCIAL  INTEREST  OF  THE  CANTONS 
IN  THE  REVENUES  DERIVED  FROM  THE  ISSUE  OF  BANK 
NOTES. 

The  considerations  set  forth  at  the  close  of  the  fore- 
going section  were,  in  point  of  fact,  taken  to  heart  by 
the  Bundesrat  and  by  the  Federal  Finance  Department, 
which  was  entrusted  with  the  drafting  of  the  new  bill ;  the 
requirement  of  a  direct  compensation  to  the  Cantons  for 
the  reduction  of  revenue  which  threatened  them  as  a  con- 
sequence of  the  establishment  of  a  central  bank,  which 
had  been  brought  forward  in  previous  considerations  of 
banking  laws,  was  now  recognized  in  official  quarters. 
The  difficulty  that  now  arose  was  that  of  ascertaining  the 
amount  which  would  be;  lost  to  the  cantonal  treasuries 
and  which  would  have  to  be  made  good ;  in  other  words, 
of  determining  the  financial  value  of  the  privilege  of  issu- 
ing notes — the  revenue  derived  by  the  Cantons  from  the 
banks  of  issue. 

This  amount  is  composed  of  the  following  three  items: 
(i)  Net  profits  made  and  handed  over  to  the  cantonal 
treasuries  by  the  19  pure  state  banks  and  the  share  of 
profits  from  the  3  mixed  banks;  (2)  amount  of  the  can- 
tonal bank-note  tax;  (3)  amount  of  the  cantonal  deposit 
fees  from  the  10  banks  whose  notes  are  covered  by 
deposit  of  securities. 
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The  two  last-named  sources  would  naturally  cease  to 
exist  with  the  discontinuance  of  the  bank-note  privilege. 
In  computing  the  financial  interest  of  the  Cantons  in  the 
proceeds  of  the  bank-note  issues  the  totals  of  these  two 
items  had  to  be  allowed  for. 

With  the  net  profits  derived  by  the  cantonal  treasuries 
from  the  pure  and  mixed  state  banks  it  was  different; 
those  profits  could  not  be  considered  as  being  entirely 
jeopardized.  It  is  clear — and  the  fact  had,  moreover, 
been  amply  shown  by  the  experience  of  the  Banks  of 
Zurich  and  Geneva,  which  establishments  had  within 
a  few  years  voluntarily  renounced  the  right  of  issuing 
notes — that  the  cantonal  banks,  which,  as  a  result  of  pub- 
lic guaranty  and  supervision,  enjoy  the  highest  and  most 
general  confidence  of  the  people,  will  remain  strong  and 
prosperous  even  after  the  withdrawal  of  the  right  of  issue. 
One  may  even  go  so  far  as  to  say  that  only  when  freed 
from  the  fetters  and  limitations  of  the  bank  law  will  these 
banks  find  it  possible  to  give  their  attention  to  more 
profitable  business,  from  which  they  have  hitherto  been 
debarred.  It  was  out  of  the  question,  therefore,  to  regard 
all  the  net  profits  that  were  paid  by  the  state  and  mixed 
banks  to  the  cantonal  treasuries  as  jeopardized;  only  such 
part  of  the  net  profits  as  arose  from  the  bank-note  busi- 
ness had  to  be  considered  as  lost  to  the  Cantons. 

The  calculation  of  this  specific  profit  resulting  from  the 
issue  of  notes  was,  however,  a  very  difficult  matter.  This 
is  proved  by  the  fact  that  nearly  all  those  who  have  under- 
taken to  make  such  calculations  have  arrived  at  different 
results.  In  the  year  1879,  on  the  occasion  of  an  appeal 
made  by  the  Bank  of  St.  Gall,  the  net  proceeds  of  the  issue 
of  notes  were  estimated  at  from  49  to  145  centimes  per 
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annum  for  every  loo  francs  of  issue;  the  late  Bank-note 
Inspector  Schweizer  estimated  then,  ten  years  later,  by 
two  methods,  at  36  and  55  centimes,  respectively;  Bank- 
note Inspector  Sandoz  set  them  down  in  1893  at  49  cen- 
'times  per  annum  for  every  100  francs  of  the  issue;  the 
Banque  du  Commerce,  in  Geneva,  which  had  given  up  its 
right  of  issue,  declared  the  net  proceeds  to  be  "nothing, 
or  more  probably  less  than  nothing;"  in  the  year  1903,  at 
the  request  of  the  author  of  this  work,  Herr  Regierungsrat 
Schmid,  of  Lucerne,  calculated  the  profit  of  the  cantonal 
bank  of  Lucerne  at  90.54  centimes,  while  Herr  Regie- 
rungsrat Glaser,  of  Liestal,  and  Herr  Direktor  Peyer,  of 
Lucerne,  made  it  33.33  centimes  for  every  100  francs  of 
the  bank-note  issue.  The  author  himself  calculated  this 
profit  once  in  the  year  1902  and  twice  in  1903,  each  time 
by  a  different  method,  and  arrived  at  considerably  higher 
results,  more  like  those  of  Herr  Regierungsrat  Schmid, 
namely,  a  net  profit  of  about  i  per  cent  per  annum  on  the 
amount  of  the  issue. 

The  reason  for  these  differences  is,  however,  easily 
found.  The  financial  basis  and  the  facilities  for  earn- 
ing profits  for  the  various  banks  of  issue  differ  so  much 
from  Canton  to  Canton  that  it  is  practically  impossible 
to  find  a  uniform  method  for  calculating  the  profits 
derived  from  the  note  issues  by  all  the  Cantons  or  by  all 
the  banks.  It  is  hardly  possible  to  bridge  over  by  any 
system  of  calculation  the  very  marked  differences  exist- 
ing among  the  thirty-six  banks,  some  of  which  have  the 
character  of  mortgage  banks,  others  of  commercial  banks,, 
some  a  restricted  and  steady  line  of  business,  others 
presenting  all  the  characteristics  of  a  bank  belonging  to 
an  active  center  of  trade  and  speculation. 
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In  spite  of  these  difficulties  it  was  essential,  however, 
if  the  leading  features  of  the  law  were  not  to  be  left  in 
the  air,  to  endeavor  to  fix  in  figures  the  loss  which  the 
Cantons  would  have  to  bear,  and  which  was  to  be  made 
good  to  them.  The  determination  of  these  figures  was 
undertaken  by  the  Federal  Finance  Department,  and 
the  result  served  as  the  basis  of  the  settlement  to  be 
incorporated  in  the  law.  The  figures  for  the  year  1902 
were  taken  for  this  purpose,  because  1902  was  the  last 
of  the  years  showing  temporary  withdrawals,  the  years 
in  which  none  of  those  speculative  moves  had  yet  been 
made — increase  of  note  issues,  introduction  or  increase 
of  note  taxes,  etc. — which  were  afterwards  made  by 
banks  or  Cantons  with  a  view  to  the  prospective  estab- 
lishment of  a  central  bank.  The  figures  which  were 
taken  as  the  basis  of  the  calculations  are  reproduced 
below  (see  table  facing  p.  129);  and  on  this  basis  the 
Federal  Finance  Department  calculated  the  profits  which 
accrued  from  the  issue  of  notes  by  the  cantonal  and  mixed 
banks,  as  follows: 

Francs. 

60  per  cent  of  the  note  circulation 75,  114,  285 

Francs. 

Amount  of  liabilities  falling  due  within  eight 
days 250, 978,  707 

Deduct    the    assets    which    become    available 

within  eight  days 78,003,863 

Net  liabilities  due  within  eight  days 172,  974,  844 

Amount  of  such  liabilities  falling  due  daily 21,  621, 855 

Total  of  demand  liabilities 96,  736,  140 

Available  cash 17,  583,038 

Other  cash  holdings i,  257,357 

Notes  of  other  banks 7,450,689 

Total  cover,   not  including  the  40  per  cent  cash  re- 
quired by  law 26,  291,084 
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If  we  now  distribute  this  sum  of  26,291,084  francs 
over  the  60  per  cent  of  the  note  issue  not  covered  by 
specie  (75,114,285  francs)  and  the  UabiUties  falling  due 
in  one  day  (21,621,855  francs),  amounting  in  all  to 
96,736,146  francs,  in  proportion  to  the  amounts  of  those 
two  items  of  daily-maturing  debt,  by  the  formula: 
96,736,140  :  26,291,084  =  75,114,285  :  X,  we  find,  on  the 
supposition  of  an  authorized  issue  of  129,000,000  francs 
and  an  actual  circulation  of  125,190,475  francs,  that  the 
specific  note  cover  exceeds  the  legally  required  cash  re- 
serve of  40  per  cent  by  20,414,665.85  francs,  or  amounts 
in  all,  inclusive  of  that  reserve,  to  70,490,885.85  francs. 

If  we  now  deduct  the  last-named  sum  from  the  actual 
note  circulation,  amounting  to  125,190,475  francs,  we 
obtain  for  the  cantonal  and  mixed  banks  (one-half  of 
each  item  being  taken  in  the  latter  case)  in  all  an  uncov- 
ered note  circulation  amounting  to  54,699,619.15  francs. 

On  this  sum,  which  alone  enters  into  consideration  as 
productive  capital,  the  gross  profit  had  to  be  reckoned. 
The  Federal  Finance  Department  proceeded  in  the  follow- 
ing manner: 

In  order  that  this  sum  may  always  be  applicable  to -the 
redemption  of  the  notes  it  is  necessary  to  have  it  invested 
in  easily  realizable  assets,  and  accordingly  practically  the 
only  investments  that  are  to  be  considered  are  those  in 
good  discount  paper. 

The  gross  profit  accruing  from  these  investments  is, 
consequently,  to  be  reckoned  on  the  basis  of  the  discount 
rates  that  prevailed.  For  the  year  1902  the  average  of 
the  official  discount  rate  was  3.77  per  cent,  and  that  of 
the  private  rate  2.93  per  cent.  In  view  of  the  discount 
conditions  prevailing  in  Switzerland — under  which  regu- 
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larly  only  second-class  paper  was  discounted  at  the  offi- 
cial rate,  while  the  first-class  paper  used  as  cover  for 
notes  was  discounted  for  the  most  part  at  the  private 
rate,  or  even  one-eighth  to  one-fourth  per  cent  below  this 
rate,  and  even  bills  secured  by  collateral  at  certain  times 
found  takers  at  one-half  to  i  per  cent  below  (instead  of 
as  much  above)  the  official  rate  of  discount — it  is  quite 
evident  that  the  official  rate  coiild  not  serve  as  a  basis  for 
calculating  the  gross  profits  of  the  bill-portfolio;  the  pri- 
vate rate  of  discount  had  to  serve  as  the  measure  of  profit- 
ableness, and  the  average  of  this  for  1902  was  2.93  per 
cent,  or  approximately  3  per  cent.  Considering  that  the 
six  preceding  years — which,  to  be  sure,  fell  into  the  period 
of  intense  business  activity  and  consequently  could  not 
be  regarded  as  average  years,  but  as  exceptionally  favor- 
able years — showed  a  somewhat  higher  average  of  the 
private  rate  of  discount,  a  rate  of  3X  per  cent  was  adopted 
as  the  basis  of  the  calculation. 

Francs. 

Average  profit  of  ZJ4  per  cent  upon  54,699,619.15  francs i,  777,  737.  62 

Deduct    the    following    expenses    due    exclu- 
sively to  the  issue  Of  bank  notes: 

(i)  Cost  of  making  and  renewing  the  bank- 
note forms  per  annum  (average  for  the        Francs, 
years  1883-1902) 41,854.05 

(2)  Federal  control  tax  of  one-tenth  per 
cent  of  the  average  actual  issue  of  notes 

(amount  for  the  year  1902) 122,830.55 

(3)  Cantonal  taxes  upon  the  issue  of  notes 
and  upon  the  stock  deposits  (amount  for 

the  year  1902) , 657,368.80 

(4)  Clearing-house  expenses;  cost  of  trans- 
port of  notes  from  one  bank  to  another 
and  to  the  board  of  inspectors;  insur- 
ance premiums;  transport  cost  and  loss 
in  exchange  for  the  supply  of  silver;  ad- 
ministrative expenses  incurred  in  the 
execution  of  all  duties  connected  with 

the  issue  of  notes 451,  500.  00 

'■ 1.273,553-40 

Net  profit 504,  184.  22 
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This  sum  represents  the  average  yearly  net  profit  that 
the  Cantons  derived  from  the  bank-note  business  of  their 
own  institutions  and  the  mixed  banks,  according  to  the 
calculations  of  the  Federal  Finance  Department. 

For  every  million  of  the  note  issue  the  proceeds  would 
consequently  be  3,908.40  francs;  or  39.1  centimes  (40 
centimes  in  round  numbers)  would  be  the  net  profit  for 
every  100  francs  of  the  issue. 

Taking  a  profit  of  40  centimes  per  100  francs  of  the 
issue,  the  total  cantonal  issue  of  129,000,000  francs  would 
thus  yield  a  net  profit  of  516,000  francs.  To  this  sum  is 
to  be  added  the  amount  which  the  Cantons  drew  as  can- 
tonal bank-note  and  stock-deposit  taxes,  and  which,  as 
already  mentioned  has  to  be  regarded  as  a  total  loss;  in 
1902  this  amount  was  1,240,547  francs. 

The  sum  of  1,756,547  francs  represents,  therefore, 
according  to  the  calculations  of  the  Federal  Finance 
Department,  the  entire  falling  off  in  the  cantonal 
revenues. 

This  sum  was  declared  in  some  quarters  to  be  too  low, 
and  the  method  of  calculation  was  subjected  to  more  or 
less  just  criticism.*'  This  criticism,  however,  immedi- 
ately lost  its  point,  since  the  bill  drawn  on  the  basis  of 
these  calculations  provided  from  the  start  a  greater  indem- 

» Ernst,  Eine  schweiz.  Bimdesbank,  pp.  225-6  and  elsewhere,  especially 
in  the  daily  press.  The  results  of  the  calculation  reproduced  above  are  less 
by  about  750,000  francs  than  those  given  by  the  author's  own  investi- 
gations {loc.  cit.,  and  also  Zeitschrijt  jiXr  V olksimrtschaft,  Sozialpolitik,  und 
Verwaltung,  1903,  p.  69).  However,  the  author  regards  it  as  unnecessary 
to  go  into  any  explanation  of  the  difference  or  any  defense  of  h^s  own 
figures.  He  considers  his  own  calculations  as  quite  as  sound  as  the  one 
given  above,  but  for  the  reasons  stated  in  the  text  he  does  not  attach  to 
either,  Or  indeed  to  any  calculation  of  this  kind,  any  value  beyond  that  of  a 
probable  estimate. 
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nity  for  the  Cantons  than  would  have  been  necessary 
merely  to  cover  the  estimated  loss  of  revenue.  The  diffi- 
culties that  would  have  arisen  in  the  case  of  any  new  bill 
which,  in  its  execution,  would  jeopardize  the  cantonal 
finances  were  thus  brushed  aside  in  a  generous  manner. 
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Chapter  IV. 

THE    FEDERAL   LAW   RESPECTING   THE   SWISS 
NATIONAL  BANK. 

SECTION  I— THE  BILL  PRESENTED  BY  THE  BUNDESRAT  ON 

JUNE  13,  1904- 

The  conciliatory  spirit  that  prevailed  in  the  debate  on 
the  Scherrer-Fuellemann  motion  was  again  shown  in  the 
report  giving  the  reasons  for  the  bill  submitted  by  the 
Bundesrat  to  the  Bundesversammlung  June  13,  1904. 
This  bill,  which  was  prepared  under  the  direction  of  Bun- 
desrat Comtesse,  with  the  cooperation  of  a  commission  of 
experts,  presented  a  contrast  to  the  two  preceding  bills, 
drawn  by  Bundesrat  Hauser,  in  the  spirit  of  conciliation 
and  compromise  which  it  manifested,  both  in  its  fundamen- 
tal features  and  in  its  details.  It  was  based  on  the  con- 
viction that  "it  would  be  a  great  mistake  simply  for  the 
sake  of  a  theory  to  make  the  establishment  of  a  central 
bank  of  issue  doubtful  for  many  years,  if  not  altogether 
impossible." 

The  bill  was  the  result  of  a  compromise  between  the 
various  opposing  interests  and  desires  involved.  Accord- 
ingly, it  found  hardly  any  unquaUfied  approval  when  it 
was  made  public.  Indeed,  only  those  declared  for  it 
without  reserve  who  were  resolved,  in  seeking  a  solution  of 
the  note-bank  problem,  to  cast  aside  all  personal  sympa- 
thies and  antipathies,  all  party  interests  and  prefeuences, 
and  to  view  the  question  exclusively  from  the  economic 

133 


National    Monetary     Commission 

standpoint.  The  bill  did  not,  however,  meet  with  down- 
right rejection  in  any  quarter,  as  was  the  case,  for  example, 
with  the  bill  introduced  in  1894,  but  the  representatives  of 
the  various  groups  hoped  that  by  laying  stress  on  such  of 
their  demands  as  had  not,  in  their  view,  obtained  sufficient 
consideration  in  the  bill  they  might  still  influence  the 
result  of  the  compromise.  On  all  sides  it  was  agreed  that 
a  middle  course  had  been  pursued  and  that  under  the  cir- 
cumstances the  solution  embodied  in  the  bill  would  be 
sure  to  command  a  great  majority  in  its  support. 

In  the  following  expos^  we  shall  not  enter  into  all  the 
details  of  the  bill;  this  is  partly  unnecessary,  because  nearly 
all  its  provisions  passed  into  the  law  without  alteration, 
and  these  will  be  treated  in  the  analysis  of  the  law  itself. 
At  this  point  only  the  fundamental  features  of  the  bill  will 
be  considered — viz,  its  attitude  toward  the  question  of 
state  or  private  bank,  its  proposals  as  to  the  indemnifica- 
tion of  the  Cantons  and  the  division  of  the  net  profits,  and, 
last  but  not  least,  its  attitude  toward  the  question  of  the 
seat  of  the  bank. 

I.   CHARACTER   OF  THE   BANK. 

Of  the  two  alternatives  which  article  39  of  the  federal 
constitution  provided  for  the  kind  of  bank  to  be  estab- 
Ushed,  the  idea  of  a  pure  state  bank  had  to  be  abandoned 
at  once  by  the  author  of  the  bill  as  being  an  impossibility. 
If  the  remembrance  of  the  popular  vote  of  February  28, 
1897,  and  of  the  effectiveness  among  the  people  of  the  ar- 
guments against  a  state  bank  put  forward  diuring  the  cam- 
paign preceding  that  vote,  had  not  sufficed  to  show  that  a 
parUamentary  majority,  and  above  all  a  popular  majority, 
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for  a  new  state  bank  law  was  out  of  the  question,  the  deter- 
mined stand  taken  by  the  representatives  of  French  Switz- 
erland against  the  programme  of  the  Scherrer-Fuellemann 
motion  in  its  original  form  would  certainly  have  set  at  rest 
all  existing  doubts.  On  the  other  hand,  however,  the  pref- 
erence shown  for  the  idea  of  a  state  bank,  and  still  more 
the  aversion  to  turning  over  to  private  capital  the  profits 
of  the  bank-note  monopoly,  was  so  widespread  that  if  the 
bill  was  to  escape  rejection  in  the  Bundesversammlung,  it 
could  not  embody  the  second  of  the  constitutional  alterna- 
tives— that  of  a  central  joint  stock  bank,  carried  on  with 
the  cooperation  and  under  the  supervision  of  the  Con- 
federation— unless  the  words  "cooperative"  and  "super- 
vision "  were  to  be  given  the  widest  possible  interpretation. 
The  problem  was  to  interest  private  capital  to  such  an 
extent  that  the  institution  could  be  called  a  joint  stock 
bank  and  to  secure  the  cooperation  of  men  of  business 
experience  and  business  standing  for  its  administration, 
but  at  the  same  time  to  make  it  impossible  for  the  private 
capital  ever  successfully  to  place  its  interests  in  opposition 
to  the  public  interests,  and  in  such  cases  to  control  the 
bank. 

The  organization  proposed  in  the  bill  of  the  Bun'desrat 
coupled  the  character  of  a  private  bank  with  that  of  a 
state  bank,  as  was  rightly  indicated  in  the  accompanying 
report  of  reasons.  It  had  the  character  of  a  private  bank 
in  that  private  capital  was  to  participate,  in  a  definite  pro- 
portion, in  furnishing  the  capital;  that  the  bank  was  given 
a  status  that  was  autonomous  and  independent  of  the 
State;  and  that  the  shareholders  were  to  have  in  the  gen- 
eral meeting  an  organ  by  means  of  which  they  could  have  a 

135 


National    Monetary    Commission 

definite  influence  on  the  election  of  the  bank  authorities, 
and  through  this  on  the  management  of  the  bank.  At  the 
same  time  the  organization  proposed  by  the  Bundesrat 
met  the  wishes  of  the  advocates  of  a  ptire  state  bank  in  so 
far  as  the  greater  part  of  the  capital  was  to  be  provided  by 
state  bodies;  the  net  profit  of  the  bank  was  to  go  entirely 
to  the  Confederation  and  the  Cantons,  to  the  exclusion  of 
the  owners  of  the  private  capital;  and  the  naming  of  the 
majority  of  the  members  of  the  boards  conducting  the 
affairs  of  the  bank  was  to  be  put  into  the  hands  of  the 
Bundesrat. 

Going  into  details,  the  bill  contained  the  following 
specific  provisions : 

(a)  Bank  capital. — The  capital  of  the  bank  was  fixed  at 
50,000,000  francs,  divided  into  100,000  shares  of  the  nomi- 
nal value  of  500  francs  each.  Only  half  of  the  capital  was 
to  be  paid  in  at  first.  The  bill  did  not  call  for  a  direct 
participation  of  the  Confederation  in  providing  this  capital ; 
it  assigned  two-fifths  of  the  capital  to  the  Cantons  in  pro- 
portion to  their  population,  one-fifth  to  the  existing  banks 
of  issue  in  proportion  to  their  actual  note  circulation 
on  December  31,  1902,  and  the  remaining  two-fifths,  to- 
gether  with  such  amounts  of  the  share  issue  assigned 
to  them  as  were  not  taken  up  by  the  Cantons  or  the  banks 
of  issue,  to  subscriptions  of  private  capital. 

The  proportions  of  this  division  of  the  capital  between 
the  Cantons,  the  banks  of  issue,  and  private  shareholders 
were  in  accordance  with  the  mode  of  division  proposed  by 
the  Swiss  Handels-  und  Industrieverein  in  its  bill  submitted 
in  March,  1 1898,  and  it  presented  a  number  of  advantages 
to  all  concerned. 
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By  the  reservation  of  two-fifths  of  the  capital  to  the 
Cantons  the  latter  secured  a  not  inconsiderable  share  in 
the  organization  of  the  bank,  and  also  were  given  a  small 
financial  advantage,  quite  apart  from  the  direct  indemnifi- 
cation, of  which  we>shall  speak  later  on ;  the  Cantons  would 
be  able  to  obtain  all  the  money  necessary  for  taking  up 
the  quota  of  the  fundamental  capital  reserved  to  them  at 
a  rate  of  interest  which  would  be  at  least  one-half  per  cent 
below  the  guaranteed  dividend  of  the  national-bank  shares, 
and  the  gain  resulting,  from  this  difference  between  the 
two  rates  of  interest  would  be  a  continuous  revenue  for 
their  treasuries. 

The  reservation  of  one-fifth  of  the  capital  to  the  banks 
of  issue  was  calculated  to  create  a  more  favorable  attitude 
toward  the  bill  in  two  directions.  As  the  bill  made  no 
difference  between  state  and  private  institutions,  and  the 
latter  were  thus  entitled  to  participate  in  the  one-fifth  as- 
signed to  the  banks  in  proportion  to  their  note  circulation, 
the  one  possible  method  had  been  found  for  drawing  the 
existing  private  banks  of  issue  into  some  degree  of  coopera- 
tion with  the  future  bank  and  of  participation  in  the  pro- 
ceeds of  its  business.  The  influence  which  these  private 
banks,  as  well  as  the  cantonal  banks,  can  secure  on  the 
strength  of  their  holdings  of  shares  is  sufficient  to  insure 
to  the  existing  banks  of  issue  a  representation  of  their 
interests  in  the  managing  boards  of  the  future  central  bank 
corresponding  to  the  importance  of  the  various  banks. 
Moreover,  the  advantage  derived  by  the  cantonal  treasuries 
from  the  difference  between  interest  payable  and  interest 
receivable,  mentioned  above,  will  be  increased,  if  only 
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slightly,  through  the  shares  that  fall  to  the  cantonal  banks 
in  proportion  to  their  note  circulation. 

Finally,  the  share  assigned  to  private  capital  is  suifi- 
ciently  below  half  of  the  bank  capital  to  make  impossible 
the  control  of  the  bank  boards  by  representatives  of  the 
private  shareholders,  while,  on  the  other  hand,  it  is  just 
large  enough  to  assure  a  fair  rate  of  interest  for  the  pri- 
vate capital  and  to  secure  for  the  bank  management  rep- 
resentatives of  trade,  industry,  and  agriculture,  who  by 
their  experience  and  knowledge  will  contribute  to  the  suc- 
cess of  the  bank. 

(6)  Election  of  the  bank  authorities. — It  is  well  known 
that  the  real  character  of  a  bank  does  not  depend  so 
much  upon  the  proportion  in  which  the  private  capital 
stands  to  the  total  bank  capital  as  upon  the  influence 
which  the  private  capital  is  allowed  to  have  upon  the 
internal  administration  of  the  bank.  In  this  direction, 
too,  the  Bundesrat's  bill  took  off  the  point  of  aU  fears. 
We  can  not  at  this  place  deal  with  the  organization  of 
the  general  meeting.  Of  the  40  members  of  the  bank 
cotmcil,  25  are  to  be  nominated  by  the  Bundesrat  and 
15  by  the  general  meeting  of  the  shareholders;  the  presi- 
dent and  vice-president  of  the  bank  coimcil  are  to  be 
chosen  by  the  Bundesrat;  these  exercise  also  the  func- 
tions of  president  and  vice-president  of  the  bank  com- 
mittee, which  is  to  consist  of  7  members,  elected  by  the 
bank  council.  The  members  of  the  real  managing  and 
executive  authority,  the  direktorium,  the  subdirectors, 
and  the  members  of  the  local  managements,  are  also  to 
be  elected  by  the  Bundesrat. 
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Those  who  feared  that  if  the  bank-note  monopoly  were 
conferred  on  a  central  joint-stock  bank  there  might  result 
so  preponderant  an  influence  of  private  capital  upon  the 
administration  of  the  bank  as  to  endanger  the  rights  of 
the  State  had  their  fears  set  at  rest  by  the  two  leading 
features  of  the  bill  as  above  set  forth — the  participation 
of  private  capital  only  to  a  Umited  extent,  and  the  reser- 
vation to  the  public  authorities  of  a  decisive  influence 
upon  the  internal  organization  of  the  bank.  At  the  same 
time  the  controlling  influence  was  secured  to  the  State^ 
and  herein  lies  the  difference  between  this  bill  and  that 
of  1894 — without  imposing  extensive  responsibilities  on 
the  State  and  without  identifying  the  nation's  credit  with 
that  of  the  bank. 

2.    INDEMNIFICATION   OF  THE   CANTONS. 

In  the  fourth  section  of  the  third  chapter  it  has  been 
shown  how  the  Federal  Finance  Department,  which  was 
intrusted  with  the  drafting  of  the  new  bill,  calculated  the 
loss  "  that  the  cantonal  treasuries  would  suffer  through  the 
monopolization  of  the  issue  of  bank  notes  at  1,756,547 
francs.  This  is  less  than  what  has  been  calculated  by 
others ;  it  is  also  below  the  figures  arrived  at  ,by  the  can- 
tonal finance  directors ;  nevertheless  the  author  of  the  bill 
counted  on  being  able  to  satisfy  the  financial  claims  of 
the  Cantons  as  long  as  they  did  not  go  beyond  reasonable 
limits.  And  this  for  two  reasons.  In  the  first  place, 
the  bill  proposed  to  pay  to  the  cantonal  treasuries  as  a 

"The  "loss"  here  and  elsewhere  referred  to  is  annual  loss;  and  likewise 
with  the  indemnity. 
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direct  indemnity  not  only  the  1,756,547  francs  calculated, 
but  nearly  280,000  francs  in  excess  of  this  sum;  and,  sec- 
ondly, this  sum  represented  only  a  part — an  installment, 
so  to  say — of  the  indemnification  which  was  to  be  re- 
ceived by  the  Cantons,  since  it  was  to  be  increased  by  the 
share  of  the  Cantons  in  the  net  profits  of  the  central  bank 
of  issue. 

A  distribution  of  the  estimated  total  loss  of  1,756,547 
francs  over  the  various  Cantons  in  a  manner  correspond- 
ing to  the  estimated  loss  of  each  would  have  led  to  criti- 
cism from  many  quarters.  Such  criticism  was  fore- 
stalled in  the  following  passage  of  the  report  stating  the 
reasons  for  the  bill: 

In  the  first  place,  those  Cantons  that  own  no  bank  of 
issue  or  that  have  no  bank  of  issue  at  all  in  their  terri- 
tory might  have  complained  of  unfair  treatment,  and  this 
not  without  justification,  if  the  Cantons  that  own  banks 
had  exclusively  received  indenmities  for  years  to  come 
for  the  loss  of  a  privilege  which  they  had  fully  taken 
advantage  of,  and  had  at  times  exploited  to  an  excessive 
and  detrimental  degree. 

And  not  only  do  inequalities  exist  in  regard  to  the  profits 
of  the  bank-note  business,  but  an  indemnity  for  the  loss 
of  bank-note  taxes,  based  on  the  amounts  hitherto  derived 
from  these  taxes  by  the  Cantons,  would  have  led  to  as 
great,  or  even  greater,  unfairness.  There  existed  then, 
and  there  still  exist,  great  differences  in  the  utiUzation  of 
the  right  of  levying  bank-note  taxes.  The  Cantons  of 
Uri,  Schwyz,  Obwalden,  Nidwalden,  Appenzell  Within, 
and  Appenzell  Without  levied  no  bank-note  taxes  on  the 
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banks  in  their  territory  in  1902;  among  the  others  the 
rate  varied  between  0.3  per  cent  and  0.6  per  cent." 

Naturally,  all  those  Cantons  that  have  their  own  banks 
and  which  levied  a  bank-note  tax  at  the  rate  of  0.6  per 
cent  would  have  approved  the  bill.  In  other  words,  pre- 
cisely those  Cantons  would  have  been  given  preference 
which  have  carried  to  the  extreme  limit  of  the  law  their 
right  to  tax  bank  notes  and  which  have  thus  forced  the 
banks  to  obtain  the  greatest  possible  profit  from  their 
privilege  of  note  issue,  to  the  detriment  of  the  currency 
and  credit  system  of  Switzerland.  Those  Cantons  that 
have  made  only  a  nominal  use  of  their  right  of  taxation, 
and  especially  those  that  have  levied  no  tax  at  all,  would 
naturally  have  felt  injured.  And  the  greatest  disad- 
vantage would  have  been  experienced  by  those  Cantons 
which  had  no  bank  of  their  own  or  those  in  which,  like 
Valais,  there  existed  no  bank  of  issue  at  all. 

Practically  all  the  Cantons,  however,  are  in  a  difl&cult 
economic  position,  and  they  are  consequently  all  in  need^ 
of  financial  support  in  approximately  the  same  degree. 

Again,  all  the  Cantons  without  exception,  though  in 
unequal  measure,  will  assist  in  creating  the  profits  of  the 
National  Bank,  out  of  which,  after  all,  in  the  last  instance 
these  indemnities  must  come. 

Owing  to  these  considerations,  and  also  to  the  fact  that 
according  to  article  9  of  the  bank  act  of  1881  the  grant  of 
"  a  right  of  note  issue  constitutes  no  basis  for  a  claim  to 

o  Zurich,  Berne,  Lucerne,  Claris;  Zoug,  Soleure,  Basle-city,  St.  Gall, 
Orisons,  Thurgovie,  Tessin,  Vaud,  and  Neuchatel  levied  a  tax  of  6  per  cent 
on  the  authorized  issue  of  notes,  and  Basle-country,  Schaffhouse,  and 
Argovie  5  per  cent;  Fribourg  4  per  cent,  and  Geneva  3  per  cent. 
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indemnity  "^so  that  the  sums  to  be  paid  to  the  Cantons 
had  not  so  much  the  character  of  specific  indemnities 
as  of  a  distribution  of  money  to  the  Cantons  by  the  Con- 
federation— the  author  of  the  bill  arrived  at  the  conclusion 
that  it  would  be  neither  consistent  nor  just  to  carry  out 
this  distribution  in  a  manner  varying  from  Canton  to 
Canton,  according  to  calculations  of  the  specific  losses 
supposed  to  be  sustained  by  each,  but  that  it  would  be 
better  to  divide  the  sum  in  a  more  uniform  way  and  one 
that  would  give  all  possible  consideration  to  each  of  the 
Cantons. 

The  most  obvious  mode  of  distribution,  and  the  one 
that  agreed  most  with  what  was  customary  in  Switzerland 
in  affairs  of  this  nature  (e.  g.,  in  the  distribution  of  the  pro- 
ceeds of  the  alcohol  monopoly,  in  the  calculation  of  the 
subvention  for  the  elementary  schools,  etc.)  would  have 
been  that  of  distributing  the  indemnity  among  the  Can- 
tons in  proportion  to  their  population.  This  mode  of  dis- 
tribution was  consequently  adopted  in  the  bill.  Certain 
special  considerations,  however,  influenced  the  author  of 
the  bill,  in  fixing  the  scale  of  distribution,  to  take  into 
account,  for  a  transition  period  of  fifteen  years,  not  only 
the  element  of  population  but  also  that  of  trade. 

A  distribution  of  the  indemnity  to  the  Cantons  based 
only  upon  the  proportion  of  their  respective  populations 
would  have  led  to  the  result  that  such  Cantons  as  were 
small  but  contained  large  commercial  and  industrial  cen- 
ters would  have  received  less  than  the  Cantons  that  had  a 
larger  number  of  inhabitants  but  which  were  of  less  com- 
mercial and  industrial  importance,  and  the  indemnity 
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received  by  the  latter  would  have  been  in  excess  of  the 
losses  actually  sustained,  while  on  the  other  hand  such 
Cantons  as  Basle-City  or  Geneva  would  have  come  out 
considerably  worse.  Such  a  situation  would  have  cer- 
tainly led  to  the  result  that  those  Cantons  which  came 
out  worst  in  the  distribution  would  have  opposed  the  bill; 
and  it  was  necessary,  therefore,  in  order  to  insure  the  ac- 
ceptance of  the  bill,  to  obviate  this  danger  by  the  device 
of  a  slow  transition. 

The  bill  solved  this  problem  by  taking  into  considera- 
tion during  the  transition  period  not  only  the  population 
but  also  the  intensity  of  business  activity,  and  it  took  as 
a  measure  of  this  intensity  the  amounts  of  the  cantonal 
issues,  i.  e.,  the  amounts  of  the  authorized  note  issues  of 
the  cantonal,  mixed,  and  private  banks  doing  business 
within  the  several  Cantons. 

It  was  further  necessary  to  estimate  the  loss  of  the 
various  Cantons  by  a  uniform  method.  This  was  done 
by  setting  down  the  actual  loss  resulting  from  the  with- 
drawal of  the  bank-note  privilege,  in  accordance  with  the 
calculation  given  above  (p.  130),  at  40  centimes  for  every 
100  francs  of  the  authorized  issue  and  the  loss  of  the  note 
tax  at  an  average  of  0.5  per  cent  on  the  actual  issue. 
This  led  to  the  following  result: 
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This  table  presents  a  list  of  the  losses  that  the  Cantons 
would  sustain  according  to  the  uniform  basis  of  estimate; 
or,  in  other  words,  the  figures  showing  how  much  each 
Canton  should  receive  (so  far  as  possible  as  a  minimum) 
in  compensation  for  its  loss  in  respect  of  the  note  busi- 
ness in  its  territory;  but  it  still  remained  to  be  deter- 
mined how  much  should  actually  be  awarded  to  each  Can- 
ton, after  taking  into  the  fullest  possible  consideration  the 
total  loss  as  shown  in  the  above  table  in  xelation  to  the 
population  and  to  the  intensity  of  business  activity — the 
latter  measured,  as  above  stated,  by  the  amount  of  the 
authorized  note  issue.  This  task  led  to  a  number  of  trial 
calculations  on  the  basis  of  variable  assumptions  as  to 
both  of  the  factors  that  had  to  be  taken  into  considera- 
tion. It  was  necessary  to  hit  upon  such  assumptions  as 
did  not,  on  the  one  hand,  result  in  too  great  a  total  for 
the  entire  indemnity,  and  on  the  other  hand  gave  to  each 
individual  Canton  a  compensation  that  was  adequate  in 
the  light  of  the  foregoing  considerations. 

Finally,  with  the  approval  of  the  Commission  of  Ex- 
perts, the  following  basis  was  adopted  for  calculating  the 
compensation  payable  to  the  Cantons : 

(a)  Fifty  centimes  for  every  loo  francs  of  the  issue  au- 
thorized within  the  territory  of  each  Canton  on  December 
31,  1902. 

(6)  Twenty-five  centimes  for  every  head  of  the  popu- 
lation of  each  Canton,  as  shown  by  the  figures  of  the  last 
census. 

The  following  table  shows  the  amounts  of  the  cantonal 
indemnities  as  calculated  on  this  basis: 
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The  entire  amotmt  payable  to  the  Cantons  was  conse- 
quently 2,036,361  francs,  while  the  original  estimate  of 
the  loss  was  only  1,756,547  francs. 

Accordingly  the  amount  of  279,814  francs  was  to  be 
paid  to  the  Cantons  over  and  above  the  estimated  falling 
off  in  their  revenues. 

Now  it  became  necessary  ■  that  the  factor  of  trade 
intensity  which  was  introduced  for  the  transition  period 
should  gradually  be  got  rid  of.  For  this  purpose  a  sliding 
scale  was  decided  upon  in  the  following  manner:  Begin- 
ning with  the  sixth  business  year  of  the  bank  an  altera- 
tion in  the  mode  of  distribution  was  to  take  place ;  namely, 
the  portion  based  upon  the  issue  of  notes  was  to  be 
reduced  by  5  centimes  every  year  and  this  5  centimes 
was  to  be  added  to  the  portion  based  upon  the  population. 
In  the  fifteenth  business  year  the  portion  based  on  the 
amount  of  note  issue  would  have  fallen  away  entirely, 
and  after  that  the  payment  to  be  made  by  the  bank 
would  be  simply  75  centimes  for  every  head  of  the  popu- 
lation. The  progress  of  this  change  in  successive  years 
is  shown  in  the  table  opposite. 

An  examination  of  the  table  shows  that  the  proposed 
sliding  scale  would  not  only  get  rid  of  the  factor  of  trade 
intensity,  but  would  also  bring  about  an  increase  in  the 
total  of  the  payments.  The  compensation,  which  was 
set  down  at  2,036,361  francs  for  the  first  five  years,  would 
have  increased  continually  and  would  have  reached 
2,486,580  francs  in  the  fifteenth  year.  At  all  events, 
these  rates  were  high  enough  to  entirely  satisfy  all  the 
expectations  of  the  Cantons.     Even  as  recently  as  the 
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year  1900  the  Cantons  would  have  been  satisfied  with  a 
compensation  amounting  to  less  than  half  this  sum." 

In  order  to  guarantee  absolutely  to  the  Cantons  the 
payment  of  these  sums,  certain  provisions  were  included 
in  the  bill  which  make  the  compensation  payments  inde- 
pendent of  the  amount  of  the  net  profits  of  the  bank. 
The  details  of  these  provisions  will  be  taken  up  in  connec- 
tion with  the  analysis  of  the  law. 

3.    DISTRIBUTION   OP  THE   NET   PROFITS. 

The  Bundesrat's  report  giving  the  reasons  for  the  bill 
estimates  the  net  profit  for  the  first  few  years  of  normal 
business  of  the  central  bank  of  issue  at  4,000,000  francs. 
This  result  was  arrived  at  in  the  following  manner:  The 
average  amount  of  the  actual  circulation  of  notes  is  about 
200,000,000  francs,  which,  assuming  a  metallic  cover  of 
50  per  cent,  would  leave  a  productive  note  circulation  of 
100,000,000  francs;  as  other  productive  resources  were 
reckoned  20,000,000  of  the  share  capital  and  35,000,000 
of  noninterest-bearing  deposits  in  the  cheque  and  transfer 
business.  This  makes  an  estimated  total  of  155,000,000 
francs  of  productive  funds,  and  the  gross  profit  on  this 
sum  is  put  down,  certainly  with  sufficient  caution,  at  3>^ 
per  cent. 

o  A  minority  in  the  Commission  of  the  Standerat  put  a  motion  in  Decem- 
ber, 1900,  on  the  occasion  of  the  debate  on  the  second  bank  bill,  as  follows: 

"The  Bundesrat  is  required,  for  the  purpose  of  compensating  the  Can- 
tons for  the  loss  entailed  upon  them  by  the  withdrawal  of  their  privi- 
lege of  issuing  bank  notes,  to  levy  a  yearly  tax  of  one-half  per  cent  upon 
the  entire  amount  of  bank  notes  issued  by  the  central  bank,  which  sum 
is  to  be  handed  over  to  the  various  Cantons  in  proportion  to  their  popu- 
lation." 

The  proceeds  of  such  a  tax  were  estimated  at  1,200,000  francs  per 
annum.  It  was  repeatedly  pointed  out  that  it  was  only  the  rejection  of 
this  proposal  that  sealed  the  fate  of  the  bill. 
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Accordingly,  we  have  the  following  estimate  of  prob- 
able results: 

Francs, 

Actual  note  circulation 200, 000, 000 

50  per  cent  cover  in  specie 100, 000, 000 

Available  for  profit-earning  purposes 100, 000, 000 

Francs. 

Productive  part  of  the  capital 20,  000, 000 

Noninterest-bearing  deposits  (cheque  and  trans- 
fer accounts) 35, 000, 000 

55,000,000 

Total  of  profit-earning  funds 155, 000, 000 

Gross  profits  reckoned  at  the  rate  of  sj^percent 5,425, 000 

Deduct  expenses  of  management,  including  yearly  amount  of 

amortisation  of  the  cost  of  producing  the  bank  notes,  etc.  _        i,  425, 000 

Balance  remaining  as  net  profits 4,  000,  000 

The  foregoing  estimate  can  hardly  be  designated  as  too 
optimistic.  It  may  rather  be  assumed  that  after  the  ex- 
piration of  the  time  allowed  for  the  withdrawal  of  the  old 
notes  the  yearly  net  profits  will,  on  an  average,  exceed  the 
sum  of  4,000,000  francs. 

This  assumption  is  especially  justified  by  the  consider- 
ation that  the  estimate  of  35,000,000  francs  for  the  non- 
interest-bearing  deposits  is  far  too  low  (good  judges  of  con- 
ditions have  placed  the  minimum  of  these  deposits  at 
50,000,000  francs),  and  that  a  gross  profit  of  3K  per  cent 
corresponds  perhaps  to  the  returns  of  the  discount  port- 
folio, but  certainly  not  to  those  of  the  collateral  loan 
business. 

According  to  the  provisions  of  the  bill  the  distribution 
of  the  net  profits  was  to  be  as  follows:  A  quota  of  10  per 
cent  was  to  be  transferred  yearly  to  the  surplus,  but  in  no 
case  more  than  500,000  francs;  a  dividend  of  4  per  cent 
was  then  to  be  assigned  to  the  paid-up  capital;  out  of  the 

151 


National    Monetary    Commission 

amount  remaining  the  compensation  payable  to  the 
Cantons  was  first  to  be  provided  and  the  dividend  might 
then  be  increased  to  a  maximum  of  4X  per  cent,  and  the 
remainder  was  to  go  to  the  Cantons  and  the  Confederation, 
two-thirds  to  the  former  and  one-third  to  the  latter. 

Taking  the  net  profit  at  4,000,000  francs,  a  distribution 
according  to  the  terms  of  the  bill  would  have  resulted  as 
follows : 

Francs. 
Net  profits 4,  ooo,  ooo 

Francs, 

Carried  over  to  surplus  (lo  per  cent) 400, 000 

4  per  cent  dividend  on  25,000,000  paid-up  capital- _  i,  000, 000 

Indemnity  handed  over  to  the  Confederation  for  dis- 
tribution to  the  Cantons  (amount  for  one  of  the 
first  5  years) 2,036,  361 

Additional  dividend  {yi  per  cent) 125,  000 

Total 3. 561.  361 

Amount  remaining 438,  639 

Two-thirds  goes  to  the  Cantons 292, 426 

One-third  goes  to  the  Confederation 146,213 

438, 639 

4.   THE   QUESTION   OP   LOCATION. 

Although  of  far  less  intrinsic  importance  than  the  finan- 
cial difiiculties,  the  difficulties  that  every  hew  bank  bill 
encountered  from  the  rivalries  regarding  the  seat  of  the 
central  bank  bulked  much  bigger  outwardly  and  were  far 
more  calculated  to  inflame  political  passions. 

The  state  bank  bill  of  1894,  which  was  rejected  by  the 
people  in  1897,  placed  the  central  seat  of  the  bank  at  the 
capital  of  the  Confederation,  Berne.  Owing  to  circum- 
stances then  existing,  this  point  attracted  little  or  no  atten- 
tion during  the  debates  that  preceded  the  vote.     The  ene- 
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mies  of  the  bill  concentrated  their  attacks  upon  the  prin- 
ciple of  the  state  bank  and  the  tieing  up  of  the  nation's 
credit  with  that  of  the  bank. 

In  the  bill,  however,  which  was  presented  to  the  Bundes- 
rat,  after  the  rejection  of  the  state  bank  scheme,  by  the 
Swiss  Handels-  und  Industrieverein,  an  organization  rep- 
resenting all  the  great  commercial  and  industrial  interests 
of  Switzerland,  Zurich  was  named  as  the  seat  of  the 
bank;  and  from  that  time  dates  the  contest  between  these 
two  cities  for  consideration  in  the  choice  of  the  location 
of  the  bank.  Both  found  supporters  in  all  parts  of  the 
country.  A  part  of  French  and  northwest  Switzerland, 
and  especially  Basle,  supported  Berne  in  her  claims,  while 
on  the  other  hand  the  highly  industrial  country  districts 
of  the  Canton  of  Zurich  and  northeast  and  eastern  Swit- 
zerland were  in  favor  of  Zurich. 

The  substantial  arguments  which  could  be  brought  for- 
ward in  favor  of  Zurich  found  expression  in  the  session 
of  the  Bundesversammlung  of  June,  1899,  when  the  late 
Nationalrat  Keel,  of  St.  Gall,  introduced  the  subject  in  an 
important  and  remarkable  speech.  These  arguments 
were  all  more  or  less  elaborate  variations  on  the  indis- 
putable fact  that  if  a  central  bank  of  issue  is  really  to 
regulate  the  monetary  circulation  of  a  country  and  to 
meet  its  needs  in  the  matter  of  exchange  and  discount 
policy,  then  the  management  of  the  bank  must  be  in  the 
closest  touch  with  the  money  market,  and  must  therefore 
be  located  at  a  place  where  the  fluctuations  of  demand 
for  money  and  the  upward  and  downward  tendencies  of 
economic  activity  can  be  watched  daily  and  hoiu-ly.     If 
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this  be  admitted,  it  follows  that  the  chief  center  of  busi- 
ness is  the  natural  seat  of  the  central  bank  of  issue. 

In  the  case  of  the  central  note-banks  of  other  countries, 
the  practical  application  of  this  principle  offered  no  diffi- 
culty; for  the  dominating  position  of  such  cities  as  Paris 
or  London,  Berlin  or  Vienna  in  the  economic  life  of  their 
cotmtries  could  not  be  seriously  questioned,  and  each  of 
these  cities  was  at  the  same  time  the  political  capital  of  its 
country.  But  in  Switzerland  matters  were  different. 
There  is  still  force  in  the  point  that  was  made  by  "  Anony- 
mus"  in  1835,  when,  discussing  the  difficulties  of  carrying 
out  the  idea  of  establishing  a  "General  Swiss  National 
Bank,"  he  said:  "  Moreover,  business  in  Switzerland  is  not 
so  preeminently  concentrated  in  one  place  as  it  is  in  other 
countries  at  their  capitals."  Cities  like  Basle  and  Geneva, 
the  old  strongholds  of  Swiss  high  finance,  jealously  defend 
their  rights  and  their  importance  as  against  the  great  indus- 
trial center  of  Switzerland  and  its  chief  banking  town,  Zu- 
rich, whose  magnificent  development  is  of  recent  date;  and 
in  addition  to  this  the  economic  metropolis  does  not  coincide 
with  the  political  capital  of  the  country.  Consequently, 
nothing  else  could  be  expected  than  that  the  claims  of 
Zurich  to  be  made  the  seat  of  the  central  bank  would  find 
opponents  on  two  sides. 

As  against  the  claims  of  Zurich,  Berne  presented  her 
own.  She  was  able  to  point  out,  with  a  certain  outward 
show  of  reason,  that  the  seat  of  the  central  bank  of  every 
foreign  country  is  at  the  political  capital  of  the  country, 
and  she  supported  with  great  skill  the  demand  that  this 
example  should  be  followed  in  the  organization  of  the 
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Swiss  Central  Bank  of  issue.  And  she  drew  attention  to 
the  unquestionable  fact  that  the  possibility  of  keeping 
continually  in  touch  with  the  heads  of  the  Federal  Govern- 
ment could  not  fail  to  be  of  advantage  to  the  bank. 

The  demands  of  Berne  were  warmly  supported  in 
Geneva  and  Basle.  It  was  thought  that  Berne,  being 
insignificant  as  a  banking  center,  would  offer  a  better 
guaranty  of  impartial  consideration  for  the  interests  of 
all  parts  of  the  country,  while  on  the  other  hand  it  was 
feared  that  if  the  seat  were  transferred  to  Zurich  there 
woulxi  result  an  increasing  preponderance  of  that  city  in 
the  banking  field,  at  the  expense  of  the  other  chief  bank- 
ing centers.  Berne,  as  well  as  Basle  and  Geneva,  re- 
solved to  refuse  assent  to  a  bill  that  fixed  Zurich  as  the 
seat  of  the  bank,  while  on  the  other  hand  Zurich  and  its 
adherents  threatened  the  rejection  of  any  proposal  that 
placed  the  seat  of  the  bank  elsewhere  than  at  Zurich.  In 
this  contest,  which  was  hardly  pleasant  for  either  party, 
Zurich  was  justified  in  putting  forward  the  claim  that  con- 
siderations of  local  patriotism  and  fears  of  a  possible  pre- 
ponderance of  the  central  seat  in  the  commercial  world 
must  give  way  to  the  fact  that  the  right  of  existence  of  the 
central  bank  depends  upon  the  possibility  of  its  being 
able  to  acquire  a  dominating  position  in  the  Swiss  money 
market,  and  that  this  dominating  position  could  be 
attained  by  Zurich  only.  The  objection  that  the  develop- 
ment of  the  bank  might  be  unfavorably  affected  by  its 
management  being  exposed  to  the  influence  of  the  business 
world  of  Zurich  was  met  by  the  retort  on  the  part  of 
Zurich — with  quite  as  much  justification — that  while  the 
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history  of  banking  offers  several  instances  in  which  banks 
of  issue  suffered  from  the  consequences  of  too  much  state 
interference  in  their  management,  no  case  was  known  in 
which  an  unfavorable  effect  was  produced  by  a  close  con- 
tact between  the  activities  of  economic  life  and  the  bank 
which  promotes  these  activities  and  which,  in  turn,  is  sup- 
ported by  them.  Angershausen,  who  was  above  all 
influences  of  local  politics,  doubtless  had  this  fact  in  mind 
when  he  said:  "  Switzerland  should  feel  herself  fortunate  in 
having  the  possibility  of  fixing  the  seat  of  the  board  of 
management  at  the  chief  business  center,  which  is  not  at 
the  same  time  the  political  capital,  and  thus  making  more 
certain  the  freedom  of  the  bank  management  from  the 
influence  of  politics  or  governmental  finance." 

In  the  course  of  years  the  rivalry  of  Zurich  and  Berne 
had  continually  assumed  a  more  pronounced  character,  and 
the  fact  that  this  rivalry  was  supposed  to  be  the  cause  of 
the  failure  of  the  bank  bill  of  1899,  though  in  reality  there 
were  other  motives  to  account  for  it  (see  p.  109),  goes  to 
show  how  very  important  the  question  of  the  bank  seat 
was  considered. 

The  bill  of  June  13,  1904,  found,  however,  a  way  out  of 
this  dilemma  also ;  the  Bundesrat  proposed  that  the  desig- 
nation of  the  central  seat  should  not  be  made  in  the  law 
itself,  but  reserved  for  special  determination  by  the  Con- 
federation. The  Bundesrat  was  led  to  this  conclusion  by 
the  following  considerations : 

The  realization  of  the  object  contemplated  in  article  39  of 
the  federal  constitution  should  not  depend  upon  the  fixing 
of  the  seat  of  the  institution,  and  this  detail  must  not  nec- 
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essarily  be  included  in  the  law.  It  does  not  form  part  of 
those  questions  of  principle  which  are  an  essential  part  of 
the  problem  to  be  solved  and  which  must  therefore  be  set- 
tled by  the  law  itself.  The  law  concerning  the  establish- 
ment of  a  central  bank  of  issue  can  be  complete  and  form  a 
whole,  without  the  seat  of  the  institution  and  of  its  local 
managements  being  specified  in  it .  Just  as  a  law  providing 
for  accident,  invalid,  and  old-age  insurance  may  be  imagined 
in  which  the  seat  of  the  institution  in  charge  of  it  is  not 
fixed  upon  in  advance,  so  it  would  be  possible  to  accept  a 
law  respecting  the  bank,  and  thus  accomplish  a  legislative 
result  which  would  leave  nothing  to  be  desired  in  point  of 
completeness,  without  touching  the  question  of  the  seat 
of  the  bank. 

Furthermore,  the  Bundesrat  felt  that  when  the  Federal 
Chambers  had  once  given  their  approval  to  a  bill  which 
meets  all  practical  objections  and  satisfies  the  justifiable 
claims  of  the  Cantons,  the  subsequent  contest  over  the 
seat  of  the  bank  would  hardly  result  in  the  undoing  of  the 
progress  made. 

Accordingly,  article  3,  paragraph  i,  of  the  Bundesrat's 
bill  read  as  follows:  "The  seat  of  the  National  Bank 
shall  be  determined  by  a  special  resolution  of  the  Con- 
federation." 

SECTION  II.— THE  PARLIAMENTARY  CONSIDERATION  OF  THE 

BILL. 

Like  the  bill  itself,  the  parliamentary  debates  on  it, 
aside  from  a  few  moments  of  excitement,  testified  to  the 
general  recognition  of  the  fact  that  the  work  of  carrying 
into  effect  article  39  of  the  federal  constitution  could  be 
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brought  to  a  successful  conclusion  only  through  mutual 
concessions;  and  as  in  the  preparation  of  the  bill,  so  in 
the  debates  there  prevailed  a  desire  to  eliminate,  as  far 
as  possible,  those  features  that  contributed  to  the  defeat 
of  preceding  bills. 

The  Standerat  had  the  priority  in  the  consideration  of 
the  bill  and  dealt  with  the  subject  on  the  13th,  14th,  15th, 
1 6th,  and  21st  of  December,  1904.  The  Nationalrat,  on 
the  other  hand,  only  took  up  the  consideration  of  the 
bill  on  March  28,  1905,  continued  it  on  March  29  and  30 
and  June  14  and  15,  and  brought  it  to  a  close  June  26, 
1905.  The  decisions  arrived  at  by  the  Nationalrat  were 
assented  to  by  the  Standerat  at  its  meeting  of  September 
28,  1905,  and  after  the  differences — merely  differences  of 
form  and  of  editing — existing  between  the  two  chambers 
had  been  removed  in  the  joint  sittings  of  October  3  and 
4,  1905,  the  law  was  in  a  position  to  be  published  in  No. 
42  of  the  Bundesblatt  (October  11,  1905)  as  the  "Federal 
law  of  October  6,  1905,  respecting  the  Swiss  National 
Bank,"  subject  to  the  referendum  proviso. 

In  the  Standerat  the  question  of  entering  upon  the 
consideration  of  the  bill  did  not  lead  to  any  real  discus- 
sion. At  the  very  beginning  of  the  consideration  of  it 
Standerat  Winiger  declared,  in  the  name  of  those  groups 
in  the  Standerat  which  had  opposed  the  previous  prop- 
ositions of  the  Bundesrat,  that  as  he  and  his  political 
friends  had  not  opposed  the  new  article  39  of  the  federal 
constitution,  but  on  the  contrary  had  helped  to  secure 
its  adoption,  so  they  had  not  wished  to  question  the 
necessity  of  carrying  out  the  requirements  of  this  article, 
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and  their  opposition  had  been  directed  only  against  the 
particular  methods  that  had  been  proposed.  On  the  con- 
trary, however,  as  to  the  new  proposition,  it  was  the 
intention  of  himself  and  his  political  friends  to  assist  in 
putting  it  through.  After  brief  preliminaries  the  Stan- 
derat  entered  upon  the  consideration  of  the  bill,  article 
by  article. 

In  the  Nationalrat,  on  the  other  hand,  the  question 
whether  the  chamber  should  take  up  the  bill  led  to  a 
lengthy  discussion.  Nationalrat  Scherrer-Fuellemann,  as 
leader  of  the  social-reform  group,  moved:  "That  the 
chambers  do  not  enter  upon  the  consideration  of  the  bill 
and  that  the  Bundesrat  be  invited  to  recast  the  bill  as 
promptly  as  possible  so  as  to  provide  for  a  pure  state 
bank,  or  a  bank  preponderantly  of  state  character;  the 
interests  of  the  Cantons  and  the  cantonal  banks  to  be 
safeguarded  in  the  same  manner  as  in  the  present  bill." 
In  support  of  this  motion,  Herr  Scherrer-Fuellemann  pre- 
sented the  old  arguments  of  the  friends  of  a  state  bank. 
He  maintained  that  the  result  of  the  popular  vote  of 
February  28,  1897,  could  in  no  way  be  regarded  as  a  re- 
jection of  the  idea  of  a  state  bank  on  the  part  of  the  people; 
on  the  contrary,  more  than  195,000  Swiss  citizens  had 
decided  in  favor  of  a  state  bank  and  the  chief  group  of 
opponents  of  the  law,  the  friends  of  the  cantonal  banks, 
represented  precisely  the  interests  of  state  institutions. 
It  would  be  possible  to  introduce  into  the  state-bank  law 
all  those  provisions  that  had  been  adopted  in  the  interest 
of  the  Cantons  and  the  existing  banks  of  issue;  it  would 
also  be  possible  to  restrict  the  responsibiUty  of  the  Con- 
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federation  for  the  obligations  entered  into  by  the  bank. 
The  question  of  how  the  capital  was  to  be  divided  between 
the  Confederation  and  the  Cantons  was  only  of  secondary 
importance;  from  the  point  of  view  of  social  policy  the 
exploitation  of  a  bank-note  monopoly  belonging  to  the 
State  could  not,  as  a  matter  of  principle,  be  left  in  the 
hands  of  an  institution  in  whose  financial  creation  private 
capital  entitled  to  dividends  has  participated  and  in  whose 
management  private  capital  is  allowed  to  have  an  influence. 
In  opposition  to  the  demand  for  a  state  bank  as  a  mat- 
ter of  principle,  Nationalrat  Hirter,  who  was  known  as  a 
staunch  supporter  of  a  state  bank,  as  well  as  Bundesrat 
Comtesse,  pointed  out  that  it  was  impossible  to  sacrifice 
the  idea  of  a  central  bank  to  a  theory.  "M.  Scherrer- 
Fuellemann,"  said  Bundesrat  Comtesse,  "only  admits  the 
solution  of  the  problem  of  article  39  of  the  constitution 
by  the  establishment  of  a  pure  state  bank;  he  recognizes, 
with  us,  that  it  is  more  and  more  necessary  for  the  devel- 
opment and  the  solidity  of  oiu  credit  to  create  an  institu- 
tion of  this  kind  and  that  the  absence  of  this  institution 
is  prejudicial  to  the  interests  of  our  cotmtry.  But, 
gentlemen,  the  protection  of  the  commercial  interests 
of  our  country  and  the  safeguarding  of  our  credit — all 
those  interests  which  dominate  the  entire  question — Mr. 
Scherrer-Fuellemann  subordinates  to  the  satisfaction  of 
a  theory,  a  doctrine,  to  the  theory  of  a  state  bank,  even 
to  the  extent  of  the  complete  exclusion  of  private  capital. 
His  formula  is  imcompromising — ^no  National  Bank  of 
issue  if  it  dqes  not  conform  to  his  view;  the  interests  of 
commerce  and  industry  will  continue  to  suffer,  the  cotmtry 
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will  continue  to  be  deprived  of  a  bank  which  it  needs  so 
long  as  you  do  not  consent  to  create  this  institution  as  a 
state  bank.  *  *  *  m.  Scherrer-Fuellemann  contends, 
in  the  first  place,  that  the  negative  vote  against  the  first 
bank  bill  does  not  correctly  represent  the  views  held  by 
the  majority  of  the  people  and  that  if  the  people  were  to 
be  consulted  to-day  on  this  subject  the  elements  consti- 
tuting that  majority  would  not  be  present  and  that  con- 
sequently the  people's  verdict  need  not  be  considered. 
For  my  part,  as  a  democrat,  I  entertain  greater  respect 
for  the  manifestations  of  popular  suffrage,  and  I  am  not 
one  of  those  who  bow  before  the  verdict  of  the  people, 
but  design  at  the  very  first  opportunity  to  have  their 
revenge  and  to  carry  out  their  purpose  in  spite  of  all. 
One  can  always  claim,  no  doubt,  that  the  people's  opinion 
has  changed,  but  I  can  only  reply  to  M.  Scherrer-Fuelle- 
mann that  up  to  now  I  have  seen  no  unequivocal  signs, 
no  clear  indications,  that  might  make  one  believe  that  the 
opinion  of  the  people  on  this  subject  has  been  altered. " 
The  other  speakers  in  favor  of  the  Bundesrat's  bill 
spoke  in  a  similar  spirit.  Especially  as  against  the  appre- 
hensions of  Herr  Scherrer-Fuellemann  concerning  the 
participation  and  influence  of  the  private  capital,  it  was 
justly  pointed  out  that  the  organization  of  the  bank 
offered  adequate  guaranties  of  the  impossibility  of  a 
preponderance  of  this  influence;  that  the  share  allowed 
to  private  capital  in  the  institution  to  be  established 
was  in  itself  not  great  and  that  especially  in  view  of  the 
extremely  low  limit  placed  upon  the  dividends,  which, 
moreover,  were  not  guaranteed,  there  could  be  no  talk 
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of  an  exploitation  of  the  bank-note  monopoly  by  private 
capital.  Attention  was  also  drawn  to  the  self-contra- 
diction involved  in  the  position  represented  by  Scherrer- 
Fuellemann;  in  view  of  the  enormous  difficulties  which 
his  proposal  would  have  to  encounter,  and  the  overcoming 
of  which  would  require,  upon  the  most  favorable  sup- 
position, years  of  effort,  the  acceptance  of  his  motion 
would  only  result  in  the  36  banks  of  issue  continuing  to 
make  use  of  the  bank-note  monopoly,  which,  ever  since 
1 89 1 ,  had  rightfully  belonged  to  the  Confederation.  ' '  Herr 
Scherrer-Puellemann,"  said  Nationalrat  Vigier,  "hunts 
down  private  capital  and  the  private  banks  in  all  directions. 
What  is  the  effect  of  his  proposal?  That  private  capital 
will  retain  its  actual  privileged  position  for  another  six 
years  at  least.  For  this  very  reason  and  in  order  to  let 
private  capital  drop  out  of  the. case,  or  at  least  to  restrict 
its  influence  in  the  management  and  administration  of  the 
bank  as  far  as  possible,  I  am  of  opinion  that  it  is  better 
to  take  what  is  offered  us  here.  It  is  a  compromise,  and 
the  policy  of  compromise  has  thus  far  brought  about 
not  evil  but  good  fortune  in  economic  questions." 

In  the  division  the  Scherrer-Fuellemann  motion  was 
rejected  by  1 17  votes  against  22,  with  26  members  absent. 
Thereupon  the  Nationalrat  entered  upon  the  considera- 
tion of  the  bill  article  by  article. 

In  these  proceedings  the  bill  was  not  subjected  to  any 
fundamental  alterations.  The  compromise  character  of 
the  bill  was  preserved.  It  may  even  be  said  that  the  law 
which  was  the  result  of  these  parliamentary  discussions 
bore  the  character  of  compromise  even  to  a  higher  degree 
than  the  bill  itself. 
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A  number  of  provisions  in  the  bill  gave  rise  to  no  ani- 
mated discussion,  especially  those  under  the  following 
headings : 

"General  observations;"  "Sphere  of  activity  of  the 
National  Bank;"  "Issue,  redemption,  and  cover  of  the 
bank  notes;"  "Organs  of  the  National  Bank;"  "Coopera- 
tion and  supervision  of  the  Confederation;"  "Penal  pro- 
visions;" and  "Transitional  dispositions." 

These  had  been  taken  over  from  the  two  previous  bills 
with  hardly  any  alteration,  and  the  chambers  were  agreed 
upon  these  points  after  years  of  discussion.  Only  the 
penalty  clauses  were  referred  back  to  the  commission  by 
the  Standerat,  so  that  they  might  be  brought  into  agree- 
ment with  the  provisions  of  a  bill  establishing  a  uniform 
penal  code  for  Switzerland,  which  task,  however,  was 
finally  left  unaccomplished  in  view  of  the  very  great  tech- 
nical difficulties  involved. 

The  substance  of  the  parliamentary  debates  and  their 
influence  upon  the  bill  will  be  presented  in  the  following 
account.  It  should  be  remarked,  however,  that  this 
account  does  not  attempt  to  go  into  details,  and  that  it 
does  not  seem  necessary  for  our  purpose  to  follow  up  the 
development  of  every  question  in  the  various  stages  of  the 
parHamentary  deliberations  or  to  report  on  the  fate  of 
every  amendment  that  was  offered.  The  object  in  view 
'  is  to  fix  upon  the  changes  that  the  Bundesrat's  bill  under- 
went in  points  that  have  an  important  bearing  on  its 
character,  and  the  motives  that  led  to  these  changes. 

These  alterations  may  be  divided  into  six  groups;  they 
concern  (i)  the  financial  foundation,  the  capital  of  the 
bank;  (2)  seat  of  the  bank;  (3)  branch  offices  and  agen- 
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cies;  (4)  indemnification  of  the  Cantons;  (5)  distribu- 
tion of  the  net  profits;  (6)  liquidation  of  the  bank. 
These  subjects  will  be  treated  successively,  in  the  order 
named. 

I.   THE   CAPITAI^  OP  THE   BANK. 

Against  the  proposal  made  by  the  Bundesrat  to  allot 
two-fifths  of  the  capital  of  the  bank  to  the  Cantons  and  a 
like  share  to  private  capital  and  one-fifth  to  the  existing 
banks  of  issue,  no  counter  proposal  was  made  by  the 
Standerat.  The  opinion  was  nevertheless  expressed,  even 
there,  that  it  was  "  not  worthy  "  of  the  position  of  the  Con- 
federation to  be  excluded  from  financial  participation  in 
the  bank,  and  it  was  held  that  it  might  also  prove  to  be  an 
advantage  for  the  Cantons  if  the  Confederation  were  inter- 
ested in  the  proceeds  of  the  bank;  but  these  suggestions 
had  more  the  tone  of  "might"  than  "must."  With  one 
accord  the  representatives  of  the  French-Swiss  Cantons 
declared  that  the  entire  exclusion  of  the  Confederation 
from  financial  participation  constituted  for  them  the  chief 
point  of  the  compromise,  as  it  prevented  the  mixing  up  of 
the  credit  of  the  Confederation  with  the  bank's  credit,  and 
that  if  this  point  should  in  any  way  be  tampered  with  the 
whole  compromise  would  collapse.  It  was  also  stated  that, 
as  the  Confederation  was  to  have  control  of  the  general 
conduct  of  the  bank  and  supervision  of  its  management,  it 
would  not  be  becoming  to  make  it  a  shareholder  of  the 
bank  at  the  same  time. 

In  the  Nationalrat  matters  were  different.  Herr 
Scherrer-Fuellemann  put  the  motion  that  the  distribu- 
tion of  the  capital  of  the  bank  proposed  in  the  federal 
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bill  be  altered  as  follows:  That  two-fifths  be  allotted  to 
the  Confederation,  two-fifths  to  the  Cantons,  and  one- 
fifth  to  private  capital.  Herr  Scherrer-Fuellemann  urged 
in  support  of  his  motion  that  the  adoption  of  this  pro- 
posal would  be  calculated  better  to  safeguard  the  pre- 
rogative, the  rights,  and  the  power  of  the  Confederation 
in  relation  to  the  bank  and  that  it  would  also  conciliate 
the  supporters  of  the  state-bank  scheme,  so  that  in  the 
event  of  a  referendum  the  bill  would  stand  a  better  chance 
of  passing.  As  regards  the  first  argument,  Nationalrat 
Vigier  emphasized  the  fact  that  even  if  the  proposal  of 
Scherrer-Fuellemann  should  be  adopted,  the  Confedera- 
tion could  not  be  given  any  further  rights  in  the  admin- 
istration than  the  Bundesrat  had  already  assigned  to  it  in 
its  bill.  The  second  argument  lost  very  much  of  its 
effectiveness  through  the  following  declaration,  made 
immediately  after  the  conclusion  of  Herr  Scherrer- 
Fuellemann's  speech,  by  M.  Ador:  "If  the  proposal  put 
forward  by  our  honorable  colleague,  M.  Scherrer-Fuelle- 
mann, is  to  be  accepted  by  this  council,  I  desire  to  state 
on  my  own  behalf  and  on  behalf  of  my  friends,  who,  as 
advocates  of  the  second  alternative  of  article  39  of  the 
Constitution,  demand  a  private  joint-stock  bank,  that 
we  would  energetically  fight  a  plan  in  which  the  idea  of 
the  Confederation  participating  in  the  capital  of  the 
bank  was  again  introduced,  as  we  consider  that  this 
would  be  equivalent  to  an  undisguised  return  to  the 
principle  of  a  state  bank." 

In  order  to  explain  the  position  taken  by  those  mem- 
bers who  had  previously  supported  a  state  bank  and  had 
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voted  against  a  private  joint-stock  bank,  but  who  now, 
in  contrast  with  the  members  of  the  social-reform 
group,  favored  the  Bundesrat's  bill,  Nationalrat  Hirter 
drew  attention  to  the  fact  that  the  ideal  of  himself  and 
his  political  friends  had  never  been  the  embodiment  of 
the  form  of  a  state  bank,  but  the  establishment  of  a 
national  bank  under  the  administration  of  the  Confed- 
eration, which  would  serve  the  public  interests  exclu- 
sively and  the  proceeds  of  which  would  also  go  to  the 
public.  These  requirements  were  certainly  realized  in 
the  present  bill. 

The  Scherrer-Puellemann  motion  was  rejected  by  75 
votes  against  29,  and  thus  the  scheme  of  distribution  of 
the  share  capital  of  the  bank  proposed  by  the  Bundesrat 
was  accepted  by  both  chambers. 

The  alterations  made  by  the  chambers  in  the  provisions 
regulating  the  distribution  of  the  capital  were  without 
great  importance.  At  the  suggestion  of  the  commission 
of  the  Standerat  the  proviso  was  added  to  the  bill  that 
those  shares  which  had  not  been  taken  up  by  the  Cantons 
should  be  allotted  to  the  cantonal  banks.  In  the  Nation- 
alrat Herr  Buser  (Basle-Country)  moved  that  the  pro- 
posal contained  in  the  Bundesrat's  bill  respecting  the 
distribution  of  the  one-fifth  of  the  share  capital  reserved 
for  the  banks  of  issue,  which  was  to  be  assigned  in  pro- 
portion to  the  actual  note  circulation  on  December  31, 
1902,  be  changed  and  that  the  figures  of  December  31, 
1904,  be  used.  This  motion  was  duly  carried.  This  was 
done  out  of  consideration  for  those  Cantons  that  had 
increased  their  issues  since  1902.     We  shall  not  here  dis- 
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cuss  the  question  whether  and  to  what  extent  those 
increases  were  due  to  the  consideration  that  greater 
bank-note  issues  would  result  in  the  obtaining  of  heavier 
indemnities  in  the  event  of  the  establishment  of  a  central 
bank.  i 

Another  question  belonging  to  this  branch  of  the  sub- 
ject which  gave  rise  to  discussions  in  the  chambers 
related  to  the  temporary  taking  over  of  national-bank 
shares  by  the  Confederation.  There  were  two  possibili- 
ties and  both  were  provided  for  in  the  Bundesrat's  bill. 
One  of  these  was  that  the  part  of  the  shares  which  was 
reserved  for  private  capital  might  not  be  fully  subscribed 
for;  the  other  that  the  National  Bank  might  purchase  an 
existing  bank  of  issue  and  might  thus  come  into  posses- 
sion of  its  own  shares.  The  Bundesrat's  bill  provided 
that  in  both  these  cases  the  shares  in  question  be  taken 
over  by  the  Confederation,  which,  however,  was  required 
to  sell  them  a,s  soon  as  possible  at  the  stock  exchange  at 
the  market  price,  but  not  below  their  face  value. 

The  second  of  those  possibilities  was  reduced  practically 
to  nullity  by  the  provision  adopted  at  the  instance  of  the 
commission  of  the  Standerat  that  any  Canton  within 
whose  territory  a  bank  of  issue  acquired  by  the  National 
Bank  is  situate  be  given  the  first  refusal  of  any  shares  of 
the  National  Bank  owned  by  that  bank.  The  commission 
of  the  Nationalrat  approved  this  action  of  the  Standerat, 
but  it  altered  the  bill  of  the  Bundesrat  to  the  effect  that 
the  shares  not  subscribed  for  by  private  capital  and  taken 
up  by  the  Confederation,  and  also  the  shares  belonging  to 
banks  absorbed  by  the  National  Bank  in  regard  to  which 


167 


National    Monetary    Commission 

the  Cantons  might  not  exercise  their  right  of  purchase, 
should  go  over  to  the  Confederation  permanently,  instead 
of  being  required  to  be  immediately  sold  by  it. 

Those  who  wished  to  exclude  the  Confederation  com- 
pletely from  participation  in  the  share  capital  of  the  na- 
tional bank,  as  a  matter  of  principle,  made  their  opposition 
to  this  proposal  strongly  felt.  On  motion  of  Herr  Ador, 
both  the  proposal  contained  in  the  Bundesrat's  bill  and 
that  suggested  by  the  commission  of  the  Nationalrat  were 
rejected  by  the  vote  of  the  Nationalrat,  in  which  the 
Standerat  concurred. 

This  result  is  really  in  accordance  with  the  true  position 
of  affairs.  The  proposal  of  the  commission  of  the  Na- 
tionalrat was  in  conflict  with  the  principle  underlying  the 
bill,  and  the  provisions  proposed  on  this  head  in  the  bill 
itself  were  superfluous. 

For  the  possibility  that  the  shares  assigned  to  private 
capital  might  not  be  fully  subscribed  for  may  be  disre- 
garded altogether.  "We  are  establishing,  the  central 
bank,"  said  Nationalrat  Fazy,  "on  the  basis  of  capital 
furnished  by  the  Cantons  and  by  private  individuals.  It 
is  absolutely  grotesque  and  almost  inconceivable  that  at 
the  very  moment  when  we  are  about  to  found  this  estab- 
lishment on  private  capital  we  should  be  looking  forward 
to  the  possibiUty  of  private  capital  not  responding  to  the 
invitation.  There  certainly  exists  here  a  contradiction." 
Herr  Heller,  who  made  the  report  of  the  commission  of  the 
Nationalrat,  likewise  said:  "  It  is  not  to  be  supposed  that 
the  Bundesrat  would  undertake  to  estabUsh  the  bank  with- 
out being  positively  assured  that  all  the  shares  will  be 
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subscribed  for  and  taken  up,  for  the  matter  involves  not 
only  the  credit  of  the  National  Bank  but  the  credit  of  the 
whole  country.  It  would  be  an  irresponsible  act  on  the 
part  of  the  federal  authorities  to  undertake  the  founda- 
tion of  the  bank  without  being  completely  convinced  that 
the  entire  amount  of  the  shares  will  be  subscribed  for. 
For  this  possibility,  therefore,  there  is  no  occasion  to  make 
provision  in  the  law;  we  may  say  with  certainty  that  the 
case  will  not  arise." 

For  the  second  of  the  two  possibiUties  for  which  the 
Bundesrat  had  made  provision  in  its  bill,  any  special  regu- 
lation was  even  less  necessary.  Should  the  case  ever 
occur  that  a  bank  of  issue  which  held  National  Bank  shares 
was  bought  up  by  the  National  Bank  and  that  the  Canton 
concerned  did  not  see  fit  to  make  use  of  its  preferential 
right  to  purchase  the  shares,  it  will  not  be  at  all  neces- 
sary for  the  Confederation  to  take  over  the  said  shares 
for  the  time  being,  as  the  case  is  fully  met  by  the  pro- 
visions of  article  628  of  the  Civil  Code,  by  which  a  joint 
stock  company  is  required  to  sell  without  delay  any  of  its 
own  shares  that  may  have  come  into  its  possession. 

The  last  question  appertaining  to  the  subject  of  the 
share-capital  which  engaged  the  attention  of  the  cham- 
bers was  the  distribution  of  new  issues  of  shares  in  the 
event  of  a  subsequent  increase  of  capital.  On  this  sub- 
ject the  Standerat  adopted  the  motion  of  Usteri,  according 
to  which  the  general  meeting  of  the  shareholders,  when  it 
determines  upon  an  enlargement  of  the  bank  capital 
(subject  to  the  approval  of  the  Federal  Chambers)  must 
also  decide  in  what  proportions  the  new  capital  is  to  be 
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divided  among  the  three  groups  of  shareholders — the 
Cantons,  the  banks,  and  private  capital.  As  a  substitute 
for  this  provision  the  commission  of  the  Nationalrat  offered 
the  proposal  that  the  power  to  determine  the  method  of 
providing  future  increases  of  the  bank's  capital  be  with- 
drawn entirely  from  the  general  meeting  of  shareholders 
and  be  vested  in  the  Bundesversammlung.  This  motion 
was  adopted  by  both  Chambers. 

2.    SEAT   OP  THE   BANK. 

The  only  question  for  which  the  federal  bill  had  found 
no  solution  was  that  of  fixing  the  seat  of  the  bank,  and 
this  was  the  question  that  most  agitated  the  members  of 
the  Btmdesversammlung.  It  was  only  when  this  subject 
was  under  discussion  that  the  debates  assumed  a  character 
of  passionate  excitement.  Finally  this  question,  too,  was 
settled  by  a  compromise. 

In  place  of  the  proposal  of  the  Bundesrat  not  to  desig- 
nate the  seat  of  the  bank  in  the  bank  act  itself,  but  to 
leave  it  for  subsequent  action  by  the  Confederation,  the 
commission  of  the  Standerat,  by  6  votes  against  5,  sub- 
stituted a  motion  that  the  seat  of  the  bank  be  named  in  the 
law.  This  proposal  touched  the  question  only  as  regards 
the  principle;  it  left  open  the  question  whether  Zurich  or 
Berne  was  to  be  designated  by  the  law  as  the  seat  of  the 
bank. 

In  support  of  this  proposal  by  the  commission  it  was  not 
only  argued  that  the  fixing  of  the  seat  of  the  bank  was  an 
essential  point  bearing  on  its  organization,  which  had  con- 
sequently to  be  decided  in  the  law  itself,  but  it  was  more- 
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over  asserted  that  such  a  procedure  was  tactically  prefer- 
able to  that  proposed  by  the  Bundesrat.  "I  am  of  the 
opinion,"  said  Standerat  Hildebrand,  "that  the  bill  has  a 
much  better  chance  of  being  accepted  by  the  majority  of 
the  people,  in  the  event  of  a  referendum,  if  the  central  seat 
is  decided  upon  in  the  bill.  If,  for  instance,  we  select 
Berne,  we  must  be  prepared  to  find  Zurich  and  part  of 
eastern  Switzerland  in  the  opposition,  but  on  the  other 
hand  we  may  expect  that  Berne  and  the  western  Cantons 
will  display  more  enthusiasm  for  the  acceptance  of  the 
law.  The  reverse  will  happen  if  Zurich  is  chosen ;  probably 
Berne  and  western  Switzerland  will  offer  some  resistance. 
But  if  we  leave  the  question  open,  a  complete  want  of 
clearness  will  prevail,  and  this  may  be  made  use  of  to 
create  such  distrust  as  may  easily  cause  the  defeat  of  the 
whole  scheme.  If  the  law  is  not  clear,  if  the  central  seat  is 
not  designated,  this  will  breed  indifference,  which  will  be 
manifest  at  the  polls.  Neither  Berne  nor  Zurich,  neither 
eastern  nor  western  Switzerland,  will  show  any  enthusiasm 
for  the  acceptance  of  the  bill.  *  *  *  And  those  who  are 
opposed  to  the  bill  will  take  advantage  of  this  indifference 
and  will  get  the  upper  hand." 

It  may  be  said  that  this  view  of  the  situation  had  as 
much  claim  to  consideration  as  did  that  of  those  who 
maintained  the  proposal  of  the  Bundesrat  as  against  that 
of  the  commission  of  the  Standerat.  "  If  you  pursue  the 
course  that  we  propose,"  said  Nationalrat  Hirter,  "you 
will  at  least  reach  the  result  of  giving  the  two  chambers  a 
complete  bank  law,  and  if,  as  may  be  expected,  the  refer- 
endum is  invoked,  the  people  will  be  able  to  pronounce 
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upon  the  basis,  the  organs,  and  the  character  of  the  bank 
without  mixing  with  these  the  question  of  the  seat  of  the 
bank.  When  such  a  law  has  once  passed  the  referendum 
stage  and  gone  into  force,  the  chief  questions  will  have 
been  cleared  up;  and  then,  to  be  sure,  the  question  of  the 
seat  will  have  to  be  settled.  *  *  *  And  I  am  confident 
that  when  the  main  question  has  been  settled,  the  question 
of  the  seat  of  the  bank  will  not  remain  for  a  long  time  a 
subject  of  difference  between  the  federal  chambers,  and 
even  if  the  referendum  should  be  demanded  we  may 
expect  that  the  great  majority  of  the  Swiss  people  will  say : 
'We  accept  the  proposal  of  the  federal  chambers  and 
assent  to  it,  so  as  not  to  delay  any  longer  the  establishment 
of  the  bank.'  " 

The  Standerat  approved  the  proposal  of  its  commis- 
sion, and  the  bill  that  came  from  this  chamber  conse- 
quently contained  the  clause,  "  The  National  Bank  has  its 

central    seat    at  , "   the  Standerat  being  of   the 

opinion  that  after  an  agreement  had  been  reached  upon 
the  bill  as  a  whole  it  would  again  have  the  priority 
in  the  designation  of  the  seat  of  the  bank. 

The  question  of  the  admissability  of  this  procedure, 
which  was  discussed  in  the  Nationalrat,  need  not  be 
considered  here.  As  regards  the  subject  itself,  a  num- 
ber of  views  were  expressed  in  the  Nationalrat.  A 
minority  of  the  commission  of  the  Nationalrat  recom- 
mended assent  to  the  conclusion  arrived  at  by  the 
Standerat;  the  majority  desired  to  restore  the  wording  of 
the  Bundesrat's  bill,  but  with  the  modification  that  the 
seat  of  the  bank  should  not  be  determined  by  a  special 
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resolution  of  the  federal  legislature,  but  by  a  federal  act 
subject  to  the  referendum.  During  the  debate  a  third 
proposal  was  made  by  Nationalrat  ZoUer,  who  moved 
that  "the  seat  of  the  National  Bank  be  determined,  after 
a  report  by  the  Bundesrat,  by  a  secret  joint  ballot  of  the 
two  chambers  of  the  Bundesversammlung." 

Neither  the  proposal  of  the  Bundesrat  and  of  the 
minority  of  its  own  commission  nor  the  proposal  of 
ZoUer  was  adopted  by  the  Nationalrat.  Their  rejec- 
tion was  to  be  ascribed  chiefly  to  two  reasons. 

In  the  first  place,  there  was  a  reason  of  a  tactical 
nattu"e.  The  Bundesrat's  proposal  was  based  on  the 
assumption  that  when  the  law  itself  has  been  passed  by 
the  chambers  and  approved  by  the  people  the  question 
of  the  seat  would  be  settled  in  an  amicable  spirit.  The 
character  of  the  debates  and  the  passion  that  had  been 
manifested  even  in  the  preliminary  consideration  of  this 
point  seemed  to  confirm  the  fear  that  this  expectation 
might  not  be  realized;  on  the  contrary,  that  the  distrust 
on  both  sides  might  seriously  endanger  the  bill  in  the 
event  of  a  referendum. 

The  second  reason  was  based  on  principle.  The  view 
that  the  fixing  of  the  seat  of  the  bank  was  really  an  essen- 
tial part  of  the  law,  which  was  strongly  supported  in  the 
Nationalrat  by  Herr  Paul  Speiser,  appears  to  have 
gradually  gained  the  upper  hand.  With  special  perti- 
nency it  was  pointed  out  that  the  character  of  the  com- 
promise arrived  at  would  be  affected  by  the  selection  of 
the  seat  of  the  bank.  "Shall  we,"  said  Herr  Speiser, 
"establish  the  bank  which  we  are  now  creating  on  the 
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basis  of  a  compromise  at  the  chief  seat  of  the  federal  ad- 
ministration or  at  a  place  where  it  would  be  entirely  inde- 
pendent of  the  federal  administration — at  one  of  our  great 
banking  centers  ?  I  purposely  put  the  question  not  in  a  per- 
sonal way  but  as  a  question  of  principle,  and  I  therefore  say : 
'At  one  of  the  banking  centers.'  The  character  of  the 
bank  will  differ  according  as  its  chief  seat  is  at  Berne, 
the  seat  of  the  federal  administration,  or  at  one  of  the 
great  banking  centers,  let  us  say  Basle,  Geneva,  Zurich. 
This  question,  which  is  highly  important,  must  be  solved 
now,  in  order  that  it  may  be  made  clear  whether  the 
future  National  Bank  will  bear  more  of  an  official  or 
more  of  a  private  character.  *  *  *  Xhe  influences — 
I  do  not  in  the  least  mean  improper  influences,  but  the 
personal  influences  affecting  the  business  manager — are 
entirely  different  in  the  one  place  from  what  they  are  in 
the  other.  *  *  *  ^^  have  concluded  a  compromise 
under  which  we  seek  to  establish  a  private  bank  with  a 
state  character,  or,  as  we  may  equally  well  say,  a  state 
joint  stock  bank  with  a  private  character — it  is  not  easy 
to  find  a  perfect  designation,  but  at  all  events  it  is  a 
delicate  compromise,  which  has  been  very  carefully 
planned.  Shall  we  give  greater  influence  to  private  indi- 
viduals or  to  the  Confederation?  Everything  has  been 
very  cleverly  contrived;  only  the  question  remains  to  be 
answered:  'Where  shall  the  bank  be  placed?'  Shall  it 
be  '  federal  administration  oil '  or  '  high  finance  oil '  that 
is  to  flow  to  the  new  bank?  This  depends  upon  your 
decision  on  the  bank  seat  question.  It  is  certain  that 
so  long  as  we  do  not  know  the  central  seat  of  the  bank 


174 


The      Swiss      Banking      Law 

we  shall  not  be  clear  as  to  the  character  of  the  future 
National  Bank.  This  is  not  a  side  matter;  no,  the 
human  element — and  that  is  what  is  here  in  question — 
never  has  been  and  never  will  be  a  side  matter." 

Although  the  question  of  the  seat  of  the  bank  was, 
therefore,  taken  up  in  the  law,  the  chambers  were  never- 
theless relieved  6f  the  task  of  passing  judgment  on  the 
relative  weight  of  the  claims  put  forward  by  the  two 
rival  cities  and  choosing  between  them.  After  protracted 
negotiations  between  the  representatives  of  Berne  and 
those  of  Zurich  in  the  Nationalrat,  it  was  found  possible 
to  settle  this  dispute  also  by  a  compromise,  for  which  a. 
model  was  furnished  in  the  organization  of  the  "Credit 
Lyonnais  "  or  of  the  "  Darmstadter  Bank"  (Bank  fiir  Han- 
del und  Industrie)  and  which  was  urged  by  Nationalrat 
Stoffel. 

The  compromise,  which  was  first  brought  before  the 
Nationalrat  in  the  form  of  a  motion  by  the  commission, 
consists  in  a  division  of  the  seat  between  Zurich  and 
Berne.  The  administrative  and  legal  seat  of  the  bank 
was  to  be  at  Berne,  while  the  Direkf  orium  was  to  be  located 
at  Zurich.  The  compromise  rests  on  the  idea  that  every- 
thing that  concerns  supervision  and  control  should  be 
concentrated  at  Berne,  viz:  The  general  meetings  of  the 
shareholders,  the  sittings  of  the  bank  council,  and,  as  a 
rule,  also  the  meetings  of  the  bank  committee.  The 
business  management  of  the  bank,  on  the  other  hand, 
should  be  located  at  Zurich,  and  it  is  there  that  the 
meetings  of  the  Direktorium  should  be  held.  This 
Direktorivun  was  divided  into  three  departments,  of 
which  two,  namely,  the  department  for  the  discount  and 
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transfer  business  and  the  department  of  control,  or  the 
heads  of  these  departments,  were  to  be  at  Zurich,  while 
the  head  of  the  third  department,  which  was  to  have 
charge  of  the  issue  of  bank  notes,  the  management  of 
the  cash  in  hand  and  the  transaction  of  business  with 
the  Confederation,  was  to  be  located  at  Berne.  The 
branch  offices  for  Zurich  and  Berne  were  to  have  their 
own  local  managements,  so  that  the  Direktorium  (or 
board  of  management)  of  the  National  Bank,  to  which 
the  Bundesrat's  bill  had  assigned  the  conduct  of  the  branch 
bank  at  its  seat,  was  no  longer  intrusted  with  the  direct 
management  of  any  branch  institution.  A  further  point 
of  the  compromise,  which,  however,  did  not  appear  in  the 
printed  text  of  the  law,  consisted  in  the  understanding 
that  of  the  two  directors  residing  at  Zurich  one  should 
also  be  the  president  of  the  Direktorium. 

This  compromise  plan  of  the  commission  was  accepted 
by  the  Nationalrat,  and  in  September,  1905,  by  the 
Standerat  also. 

3.   BRANCH   OFFICES   AND   AGENCIES. 

The  changes  made  by  the  Bundesversammlung  in  the 
Bundesrat's  bill  in  regard  to  branches  and  agencies  had 
their  origin  in  the  desire  to  conserve  the  interests  of  the 
cantonal  banks  as  far  as  possible. 

Seeing  that  the  rejection  of  the  first  bank  bill  had  been 
brought  about  in  large  meastu-e  by  the  fear  that  the  cen- 
tral bank  of  issue  would  interfere  with  the  prosperity  of 
the  cantonal  banks,  the  interests  of  those  banks  were 
taken  into  Ijie  fullest  consideration  in  the  later  bills,  and 
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this  by  way  of  restricting  the  sphere  of  business  activity 
of  the  National  Bank.  This  restriction,  accordingly,  was 
a  feature  of  the  last  bill;  and  the  tendency  to  further  lim- 
itation was  also  shown  in  the  resolution  (passed  first  by 
the  Standerat  and  th^n  by  the  Nationalrat)  by  which,  in 
the  fundamental  statement  of  the  functions  of  the  bank — 
regulation  of  the  circulation,  facilitation  of  payments, 
and  care  for  the  utilization  of  available  capital — taken 
over  in  the  Bundesrat's  bill  from  the  German  bank  law, 
the  last-named  function  was  struck  out. 

The  representatives  of  the  interests  of  the  cantonal 
banks  demanded,  however,  in  addition  to  the  positive 
limitations  of  the  competitive  powers  of  the  National 
Bank,  a  special  guarantee  against  undesirable  local 
competition.  Standerat  Python  made  known  these 
wishes.  He  urged  that  if  the  law  did  not  designate  the 
places  at  which  the  National  Bank  was  to  be  at  liberty  to 
estabUsh  branches  it  should  at  least  guarantee  that  no 
branch  would  be  established  against  the  expressed  will  of 
the  cantonal  government  concerned,  and  furthermore  that 
in  the  estabUshnient  of  agencies  of  the  National  Bank  the 
cantonal  banks  would  be  given  preference. 

To  both  demands  the  Chambers  acceded  by  recasting 
the  article  of  the  bill  in  question.  An  account  of  the 
details  of  these  provisions  will  be  given  to  betta*  advan- 
tage in  connection  with  the  account  of  the  entire  law. 

4.   DISTRIBUTION   OP  THE   NET  PROFITS. 

The  alterations  considered  by  the  Btmdesversammlung  in 
the  mode  of  distributing  the  net  profits  proposed  by  the 
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Bundesrat  was  due  to  the  motives  we  have  already  treated — 
the  desire  to  grant  to  the  private  capital  as  small  a  share 
as  possible  in  the  proceeds  of  the  bank  and  the  desire  to 
increase  the  payments  of  the  banks  to  the  Cantons  as  much 
as  possible. 

The  proposal  of  the  Bundesrat  provided  that  next  after 
the  transfer  of  lo  per  cent  of  the  net  profits  to  the  surplus 
there  should  be  paid  a  dividend  of  4  per  cent  on  the  share 
capital.  After  this  the  indemnities  due  the  Cantons  were 
to  be  paid,  an  additional  dividend  of  at  most  X  P^r  cent  on 
the  capital  was  to  be  distributed,  and  the  remainder  was 
to  be  divided  between  the  Confederation  and  the  Can- 
tons, one-third  going  to  the  former  and  two-thirds  to  the 
latter. 

The  resolution  of  the  Standerat  providing  that  the  whole 
of  this  remainder  go  to  the  Cantons  was  not  adopted  by 
the  Nationahat;  the  Confederation  therefore  remains 
entitled  to  one-third  of  this  remainder  of  the  net  profits  of 
the  National  Bank. 

On  the  other  hand  the  proposal  that  the  additional  divi- 
dend be  struck  out,  originally  moved  by  the  minority  of 
the  Standerat's  commission,  was  accepted  by  both  cham- 
bers. It  was  held  that  it  was  not  right  to  guarantee  to 
private  capital  for  its  participation  a  rate  of  interest  which 
was  higher  than  that  customary  in  the  country,  and  that 
the  proceeds  of  the  bank  should  go  to  the  pubUc  without 
unnecessary  curtailment. 

The  effect  of  striking  out  the  additional  dividend  of  the 
shareholders  is  of  com-se  to  make  a  corresponding  increase 
in  the  amount  to  be  divided  between  the  Confederation 
and  the  Cantons. 
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5.   INDEMNIFICATION   OK  THB   CANTONS. 

The  plan  of  compensation  for  the  Cantons  proposed  by 
the  Bundesrat  on  the  basis  of  the  calculation  given  in  the 
report  on  the  Bundesrat's  bill  was  declared  by  the  Federal 
Assembly  to  be  acceptable  in  general  and  advantageous 
for  the  Cantons.  In  particular  the  plan  of  the  Federal 
Council  to  consider  the  amotmts  of  note  issue  as  a  factor 
to  be  taken  into  account  in  reckoning  the  indemnity 
amounts  only  during  a  transition  period  met  with  almost 
unanimous  approval;  especially  because  the  receipts  of 
the  Cantons  and  the  cantonal  banks  from  their  note  busi- 
ness were  by  no  means  guaranteed,  but,  on  the  contrary, 
for  nearly  twenty-five  years  there  had  existed  legislative 
provisions  according  to  which  compensation  for  the  with- 
drawal of  this  privilege  was  excluded. 

Of  the  small  Cantons  with  highly  developed  trade,  for 
which  the  indemnity  calculated  on  the  basis  proposed 
by  the  Bundesrat  would  mean  a  financial  disadvantage 
as  compared  with  the  revenues  hitherto  received,  only 
the  Canton  of  Basle-City  attempted  through  its  repre- 
sentatives in  the  Bundesversammlung  to  bring  about  a 
change  in  the  proposed  method  of  indemnification. 
Herr  Scherrer  spoke  on  behalf  of  his  Canton  in  the 
Standerat  and  Herr  Mueri  in  the  Nationalrat,  but  with- 
out result  in  either  chamber.  The  rejection  of  the  Basle 
propositions  was  unavoidable  if  the  large  Cantons  with 
comparatively  small  business  activity  were  not  to  be 
placed  at  a  disadvantage,  which  in  turn  would  have 
handicapped  the  chances  of  the  bill  passing.  The  pro- 
posal of  Basle  was  to  give  greater  consideration  to  the 

179 


National     Monetary     Commission 

factor  of  note  issue,  or  to  give  that  consideration  for  a 
longer  period. 

The  proposal  of  the  Bundesrat  was,  however,  modified 
in  two  points. 

Under  the  Bundesrat's  plan  the  Cantons  were  to  receive 
an  indemnity  equal  to  50  centimes  for  every  100  francs 
of  their  authorized  issues  on  the  31st  of  December,  1902, 
and  a  further  indemnity  equal  to  25  centimes  per  head 
of  the  population.  Beginning  with  the  sixth  business 
year  of  the  bank,  the  rate  payable  upon  the  issue  figures 
was  to  be  reduced  by  5  centimes  annually,  but  on  the 
other  hand  the-  indemnity  based  upon  the  number  of 
inhabitants  was  to  be  increased  by  the  same  amoimt. 
In  fifteen  years  the  former  kind  of  compensation  would 
disappear  entirely  and  the  indemnity  would  then  be 
calculated  uniformly  at  the  rate  of  75  centimes  per  head 
of  the  population  of  every  Canton.  The  Standerat,  in 
pursuance  of  a  petition  from  the  cantonal  finance  direc- 
tors, raised  the  rate  per  head  from  25  to  30  centimes. 
This  alteration  was  approved  by  the  Nationalrat,  which 
body  also  replaced  the  figures  of  the  31st  of  December, 
1902  (as  it  had  done  in  the  case  of  the  distribution  of  the 
capital) ,  by  those  of  December  31,1 904 ;  and  the  Standerat 
concurred.  As  a  result  of  these  modifications  the  indem- 
nity payable  to  the  Cantons  was  increased  from  the  first 
year  by  5  centimes  per  head  of  the  population,  and  after 
fifteen  years  the  rate  is  80  centimes  per  head. 

Let  us  now  ascertain  the  total  amount  that  will  flow 
into  the  cantonal  treasuries,  in  the  new  order  of  things, 
under  the  various  heads.  The  calculations  will  relate  to 
the  fourth  business  year  of  the  bank,  this  being  the  first 
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year  of  the  actual  exercise  of  the  banknote  monopoly, 
after  the  complete  retirement  of  the  old  notes.  In  ac- 
cordance with  the  estimate  of  the  Bundesrat  we  shall 
take  the  net  profits  of  the  Bank  to  be  4,000,000  francs. 

The  first  item  of  revenue  that  will  go  into  the  cantonal 
treasuries  is  the  difference  between  the  rate  of  dividend 
they  receive  upon  their  investment  in  National  Bank 
shares  (4  per  cent)  and  the  rate  of  interest  at  which  they 
can  obtain  the  necessary  funds  for  that  purpose  (say  3^ 
per  cent).  As  20,000,000  francs  of  the  capital  of  the 
National  Bank  is  to  be  allotted  to  the  Cantons  and  more- 
over at  least  half  of  the  10,000,000  francs  reserved  for 
banks  of  issue  will  fall  to  the  cantonal  banks,  the  entire 
amount  of  bank  shares  that  will  then  be  held  by  the 
Cantons  is  25,000,000  francs,  half  of  which  is  paid  up, 
and  the  above-mentioned  difference  of  one-half  per  cent 
on  12,500,000  francs  will  go  into  the  cantonal  treasuries. 

The  second  item  of  the  cantonal  revenue  is  the  direct 
indemnity.  In  the  fourth  business  year  of  the  National 
Bank  this  will  amount  to  2,202,173  francs,  taking  into 
account  the  increase  of  the  per  capita  rate  from  25  to  30 
centimes. 

The  third  source  of  revenue  is  found  in  the  share  of  the 
cantons  in  the  net  profits.  On  the  basis  of  the  Bundes- 
rat's  estimate  and  of  the  foregoing  figures,  the  amount  of 
this  may  be  computed  as  follows: 

Francs. 

Net  profits  (see  p.  151) 4,000,000 

Tfiaacs. 

10  per  cent  to  go  to  surplus 400, 000 

4  per  cent  dividend  on  25,000,000  francs i,  000, 000 

Indemnity  to  the  cantons 2,202,173 

3,  602,  173 

Balance  available  for  distribution 397,  827 
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Of  this  amount  the  Cantons  receive  two-thirds — ^that  is, 
265,218  francs. 

If  we  now  put  together  these  cantonal  revenues,  we  have 
for  the  fourth  business  year: 

Francs. 
One-half  per  cent  difference  on  12,500,000  francs  share  capital..         62,  500 

Indemnity 2,  202,  173 

Share  in  the  net  profits 265,  218 

2.  529.  891 
This  sum  is,  consequently,  already  in  the  fourth  business 
year  of  the  bank  considerably  higher  than  the  estimated 
loss  to  the  Cantons,  as  given  in  the  report  of  reasons  accom- 
panying the  Bundesrat's  bill.  The  total  revenue  will,  of 
course,  increase  from  year  to  year.  At  all  events,  it  may 
be  assumed  that  it  will  be  impossible  to  bring  forward  in 
good  faith  as  against  the  National  Bank  any  claim  of  loss 
suffered  by  the  Cantons. 

6.    UQUIDATION. 

The  last  alteration  which  we  shall  discuss  here  relates 
to  the  treatment  of  the  surplus  in  the  event  of  a  liquidation 
at  the  expiration  of  the  bank's  privilege,  or  the  nationaliza- 
tion of  the  bank,  i.  e.,  the  redemption  of  the  private  capital. 

The  Bundesrat's  bill  provided  that  in  such  an  event  two- 
thirds  of  the  surplus  shall  be  handed  over  to  the  share- 
holders, while  the  remaining  one-third  shall  become  the 
property  of  the  Confederation;  this  is  in  agreement  with 
article  41 ,  paragraph  2,  of  the  German  Bank  Act.  The 
Standerat  altered  this  proposal  to  the  effect  that  one-third 
of  the  surplus  was  to  go  to  the  Confederation,  one-third  to 
the  Cantons,  and  one-third  to  the  shareholders.  This 
change  was  approved  of  by  the  Nationalrat  with  the  under- 
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standing  that  any  profit  that  remained  after  repayment 
of  the  share  capital  at  its  face  value  and  a  dividend  at  the 
rate  of  4  per  cent  for  the  time  of  the  liquidation  was  to 
become  the  property  of  the  new  federal  bank. 

The  other  alterations  made  by  the  Bundesversammlung 
in  the  Bundesrat's  bill — for  example,  the  provision  that 
members  of  cantonal  governments  shall  not  be  permitted 
to  belong  to  the  direktorium,  that  the  power  of  acquiring 
existing  banks  of  issue,  which  the  Bundesrat  had  vested 
in  the  bank  council,  shall  belong  to  the  general  meeting  of 
the  shareholders,  etc. — do  not  call  for  detailed  considera- 
tion. 

SECTION  III.— LEGAL  CONTENT  OF  THE  ACT. 

In  the  following  account  of  the  law  its  provisions  will 
be  grouped  under  four  heads:  (i)  Legal  and  financial 
basis  of  the  federal  bank;  (2)  its  sphere  of  activity;  (3) 
organization  and  administration;  (4)  transitional  dispo- 
sitions. In  view  of  the  fact  that  the  wording  of  the  law 
itself  is  reproduced  in  the  appendix  the  following  account 
may  be  made  very  brief.  Only  in  the  description  of  the 
organization  and  administration  has  a  more  detailed 
account  appeared  to  be  desirable,  as  the  organization 
really  gives  the  bank  its  character,  and  the  preponderance 
of  the  state  interests  as  against  those  of  the  private  capital 
participating  in  the  foundation  of  the  bank  is  most  mani- 
-  fest  in  this  organization. 

I.    LEGAL  AND   FINANCIAL  BASIS. 

I.  Legal  basis. — ^The  federal  act  of  October  6,  1905,  cre- 
ates a  "Swiss  National  Bank,"  which  is  endowed  with  the 
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rights  of  a  legal  person  and  which  is,  consequently,  as 
regards  property  rights,  entirely  separate  from  the  Federal 
Treasury.  Its  constitution  is  determined  by  the  provi- 
sions of  the  act  itself  and  by  regulations  to  be  approved  by 
the  Bundesrat;  the  provisions  of  article  26  of  the  Civil 
Code,  relating  to  the  organization  and  administration  of 
joint  stock  companies,  apply  to  the  National  Bank  only 
in  so  far  as  they  are  not  in  conflict  with  the  provisions  of 
the  bank  act. 

2.  Financial  foundation. — The  capital  of  the  National 
Bank  consists  of  50,000,000  francs,  divided  into  100,000 
shares  of  500  francs  each,  which  are  registered  in  the 
names  of  the  owners.  This  capital  must  be  entirely 
subscribed,  and  half  of  it  paid  up,  when  the  bank  com- 
mences its  operations.  No  minimum  dividend  is  guar- 
anteed, but,  on  the  other  hand,  the  dividend  is  limited  to 
a  maximum  of  4  per  cent. 

Two-fifths  of  the  share  capital  will  be  reserved  for  sub- 
scription by  the  Cantons  in  proportion  to  their  popula- 
tion. In  the  event  of  the  Cantons  not  making  full  use 
of  their  right  to  subscribe,  the  cantonal  banks  have  a  claim 
to  the  assignment  of  the  shares  not  subscribed  for. 

One-fifth  of  the  share  capital  is  res^erved  for  banks  ex- 
ercising the  right  of  note  issue  under  the  law  of  March  8, 
1 88 1,  in  the  ratio  of  the  amounts  of  their  authorized 
issues  on  December  31,  1904. 

The  remaining  two-fifths  of  the  share  capital  and  any 
shares  assigned  to  the  Cantons  and  cantonal  banks  that 
may  not  have  been  taken  up  by  them  shall  be  offered 
for  public  subscription. 
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Only  Swiss  citizens,  or  such  finns  and  legal  persons  or 
corporations  as  have  their  chief  domicile  in  Switzerland, 
are  allowed  to  subscribe.  The  same  qualification  is 
necessary  for  entry,  as  owner,  on  the  share  register. 
Persons  whose  names  do  not  appear  on  the  share  register 
are  not  recognized  by  the  National  Bank  as  shareholders, 
even  if  they  are  in  possession  of  shares. 

In  the  allotment  of  shares  small  subscriptions  are  to 
be  given  the  first  consideration,  and  every  subscriber 
shall  receive  at  least  one  share. 

3.  Bank-nate  monopoly  and  resulting  obligations. — ^The 
Confederation  confers  upon  the  Swiss  National  Bank,  for 
a  period  of  twenty  years  in  the  first  instance,  the  sole 
right  of  issuing  bank  notes,  which  privilege  belongs  to 
the  Confederation  exclusively  according  to  article  39  of 
the  federal  constitution.  In  return  -for  the  grant  of  this 
monopoly  the  National  Bonk  undertakes  to  fulfill  the 
duties  assigned  to  it  by  the  law,  and  further,  by  way  of 
concession  tax,  to  make  an  annual  payment  to  the  Con- 
federation, which,  in  turn,  is  obliged  to  distribute  the 
amount  of  this  payment  to  the  Cantons.  The  mode  of 
calculating  this  amount  is  set  down  in  article  28  of  the 
law  (see  pp.  180,  213);  after  the  expiration  of  a  fifteen 
years'  transition  period  it  will  be  80  centimes  per  head  of 
the  Swiss  population,  as  fixed  by  the  last  census  taken. 

The  concession  tax  represents  the  return,  fixed  in 
advance,  which  is  to  be  given  by  the  National  Bank  for 
the  bank-note  monopoly  transferred  to  it  by  the  State; 
and  a  further  consideration  for  the  granting  of  this  mo- 
nopoly is  to  be  found  in  the  cooperation  and  supervision 
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of  the  Confederation  provided  for  in  the  constitution  of 
the  bank  and  in  the  participation  of  the  Confederation 
and  the  Cantons  in  the  net  profits. 

4.  Share  in  the  net  profits. — As  regards  participation  in 
the  net  profits,  the  law  lays  down  the  following  rules:  Of 
the  annual  earnings  shown  in  the  profit  and  loss  account, 
10  per  cent — ^but  in  no  case  more  than  500,000  francs — 
shall  be  transferred  to  surplus,  until  the  surplus  shall 
have  reached  a  total  equal  to  30  per  cent  of  the  bank's 
share  capital.  Next,  a  dividend  of  4  per  cent  on  the  share 
capital  is  to  be  paid  out.  After  this  the  cantonal  indem- 
nity is  to  be  handed  over  as  a  concession  tax  to  the  Con- 
federation. Of  any  remaining  net  profits  two-thirds  go  to 
the  Cantons  and  one-third  to  the  Confederation,  in  accord- 
ance with  article  39,  section  4. 

The  entire  amount  of  the  concession  tax,  which  is  pay- 
able to  the  Cantons  as  indemnity,  is  guaranteed  to  the 
Cantons  by  the  Confederation.  In  the  event  of  the 
annual  earnings  of  the  bank  not  being  sufficient,  after  pro- 
vision for  surplus  and  distribution  of  dividend,  to  cover 
the  concession  tax,  the  amotmt  of  the  deficit  will  be 
advanced  by  the  federal  treasury.  Such  advances  must 
be  repaid  to  the  treasury  by  the  bank,  with  interest  at  the 
rate  of  3^  percent,  as  soon  as  its  net  profits  make  this 
possible.  This  reimbursement  must  be  made  in  the  years 
next  following,  before  the  distribution  of  the  net  profit 
remaining  after  payment  of  the  concession  tax. 

5.  The  cooperation  and  control  of  the  Confederation  are 
embodied  in  the  selection  of  the  bank  authorities  by  the 
Bundesrat;  in  the  subjection  of  the  regulations,  the  balance 
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sheets,  and  the  annual  reports  of  the  bank  to  the  approval 
of  the  Bundesrat;  in  the  provision  for  reports  by  the 
Bnndesrat  to  the  Bundesversammlung;  and  in  the  powers 
of  control  granted  to  the  Federal  Department  of  Finance. 

2.   SPHERE  OP  BUSINESS  ACTIVITY. 

The  function  of  the  National  Bank  is  to  regulate  the 
monetary  circulation  of  the  country  and  to  facilitate  the 
effecting  of  payments;  its  sphere  of  activity  is  conse- 
quently restricted  to  the  business  of  a  piure  bank-note, 
transfer,  and  discount  bank.  The  law  clearly  provides 
that  the  bank  shall  transact  "only"  such  business  as  is 
specified  in  the  law  itself;  this  provision  was  adopted  for 
the  piirpose  of  allaying  the  fears  of  the  cantonal  banks 
that  the  National  Bank  might  become  a  keen  competitor; 
but,  as  is  the  case  with  the  German  Reichsbank,  it  is 
calculated  to  serve  as  a  welcome  support  to  the  directors 
of  the  bank  when  confronted  with  the  agitation  of  oppos- 
ing interests. 

The  kinds  of  business  which  the  National  Bank  is  at 
liberty  to  carry  on  are  separately  named  in  article  15  of 
the  law  (see  p.  209) ;  it  is  consequently  unnecessary  to 
repeat  the  list  here.  The  following  points,  however,  are 
to  be  noted:  (i)  Unlike  the  French  Bank  Act,  the  Swiss 
Bank  Act  does  not  absolutely  require  a  third  signature 
upon  the  home  and  foreign  bills  to  be  discounted  by  the 
national  bank;  (2)  in  accordance  with  a  petition  of  the 
Bauernbimd,  a  provision  was  incorporated  in  the  law  to 
the  effect  that  "bills  arising  out  of  agricultural  business, 
if  based  upon  a  genuine  business  operation,"  shall  be  put 
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on  an  equal  footing  with  other  bills;  (3)  foreign  bills  and 
checks  may  be  bought  only  if  they  are  drawn  upon 
countries  having  a  metallic  basis  for  their  currency  sys- 
tem; (4)  shares  can  not  be  taken  as  collateral  for  loans 
(a  prohibition  that  applies  likewise  to  the  German  Reichs- 
bank);  (5)  aside  from  its  dealings  with  the  Confederation 
and  with  administrations  under  the  supervision  of 
the  Confederation,  the  National  Bank  is  not  permitted  to 
receive  deposits  on  interest ;  (6)  the  purchase  of  securities 
(and  these  only  government  loans)  can  not  be  resorted  to 
for  the  permanent  but  only  the  temporary  investment  of 
the  moneys  of  the  National  Bank;  (7)  the  National  Bank 
is  not  allowed  to  participate  in  the  permanent  taking  over 
of  loans  of  the  Confederation  or  the  Cantons;  (8)  the 
National  Bank  is  obliged  to  receive  at  all  its  branch 
offices  payments  for  the  account  of  the  Confederation  and 
of  its  administrations,  and  must  likewise  effect  payments 
on  behalf  of  the  Confederation  up  to  the  amount  standing 
to  the  credit  of  the  Confederation;  and  upon  request  by 
the  federal  authorities  the  bank  is  also  obliged  to  accept 
for  safe-keeping  or  management  securities  and  other 
articles- of  value  belonging  to  the  State,  free  of  any  charge. 
The  issue  of  bank  notes  by  the  National  Bank  is  not 
limited  to  asny  maximum  sum,  and  no  tax  is  levied  either 
upon  the  note  circulation  as  a  whole,  as  in  the  law  of 
March  8',  1881,  or  upon  the  uncovered  circulation  or  upon 
the  aTHount  of  the  uncovered  circulation  in  excess  of  a  cer- 
tain) limit,  as  is  the  case  in  the  German  Bank  Act.  The 
National  Bank  is  thus  placed  in  a  position  to  increase  or 
reduce  the  issue  of  bank  notes  without  regard  to  any  con- 
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siderations  other  than  those  relating  to  the  requirements 
of  business. 

Bank  notes  are  to  be  issued  in  denominations  of  50,  100, 
500,  and  1 ,000  francs.  The  issue  of  20-franc  notes  may,  in 
extraordinary  cases,  be  temporarily  permitted  by  the 
Bimdesrat.  The  manufacture,  delivery,  withdrawal,  and 
destruction  of  the  bank  notes  is  to  be  under  the  control  of 
the  Federal  Finance  Department. 

Unconditional  and  immediate  redemption  of  its  notes, 
in  legal  tender,  in  unlimited  quantity,  is  required  of  the 
National  Bank  at  its  seat  at  Berne  only;  at  all  other  branch 
offices  and  agencies  immediate  redemption  is  required 
only  so  far  as  the  cash  holdings  of  the  branch  or  agency 
and  its  own  need  of  cash  permit;  but  in  no  case  shall  there 
be  more  delay  in  redemption  than  is  necessary  for  obtain- 
ing the  cash  from  the  central  office. 

Contrary  to  the  terms  of  the  Egliah  Bank  Act  and  in 
accordance  with  article  39  of  the  federal  constitution,  the 
notes  of  the  Swiss  National  Bank,  like  those  of  the  Ger- 
man Reichsbank,  are  not  given  the  quality  of  legal  teiider. 
With  the  exception  of  times  of  war,  only  the  National  Bank 
itself  and  the  public  offices  of  the  federal  treasury  are 
obliged  to  accept  these  notes  at  all  times  at  their  face  value. 

The  requirements  of  the  national-bank  act  concerning 
the  cover  for  the  notes  go  far  beyond  those  of  the  law  of 
March  8,  1881,  and  place  obligations  upon  the  National 
Bank  to  which  neither  the  banks  organized  under  that  law 
nor  institutions  such  as,  for  instance,  the  Bank  of  England, 
or  the  German  Reichsbank,  were  subjected,  for  while  in 
the  case  of  all  those  banks  the  law  regulates  only  the 
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manner  of  covering  the  notes,  the  national-bank  act  pre- 
scribes not  only  this,  but  also  the  manner  of  covering 
short-time  liabiHties. 

The  metallic  cover  for  the  notes  must  amount  to  at  least- 
40  per  cent  of  the  circulation  and.  shall  consist  of  legal 
tender,  gold  in  bars,  or  foreign  gold  coins.     For  the  remain- 
ing 60  per  cent  not  covered  by  metal  there  must  be  a  cover 
consisting  either  of  Swiss  discount  bills  or  foreign  bills. 

In  addition  to  the  foregoing  the  National  Bank  is 
obhged  to  keep  all  short-time  liabiUties  (i.  e.,  Habilities 
falling  due  or  demandable  within  ten  days)  covered  by 
their  equivalent  in  legal  tender,  gold  bars  or  foreign  gold 
coins,  Swiss  discount  bills  or  foreign  bills. 

3.   ADMINISTRATIVE   ORGANIZATION. 

I.  Seat,  branch  offices,  and  agencies. — Unlike  the  great 
central  banks  of  issue  of  foreign  countries,  as,  for  instance, 
the  German  Reichsbank  or  the  Bank  of  France,  the  Swiss 
National  Bank  has  no  actual  central  seat;  there  exist 
only  seats  of  the  various  bank  authorities.  Neither  the 
Zurich  nor  the  Berne  office  is  under  the  immediate  man- 
agement of  the  Direktorium  of  the  National  Bank;  those 
offices  have,  like  all  the  other  branch  offices,  their  own 
management;  unlike  the  German  Reischbank, for  instance, 
according  to  the  constitution  of  which  the  main  bank  in 
Berlin  is  under  the  immediate  management  of  the  Reichs- 
batikdirektorium.  Among  the  branch  offices  there  is  no 
distinction  of  chief  office  and  subordinate  offices ;  they  are 
all  coordinate  and  have  the  same  degree  of  independence; 
and  these  branch  offices,  grouped  together  under  a  uni- 
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form  management  and  control,  constitute  the  National 
Bank. 

The  legal  and  administrative  seat  of  the  National  Bank 
is  at  Berne.  The  general  meetings  of  the  shareholders, 
the  sittings  of  the  bank  comicil,  and  as  a  rule  also  the 
meetings  of  the  bank  committee,  take  place  at  Berne. 
The  seat  of  the  board  of  management  (Direktorium)  of 
the  National  Bank  is  at  Zurich. 

The  National  Bank  is  empowered  to  create,  apart  from 
the  branch  offices  at  Berne  and  Zurich,  branch  ofl&ces  in 
the  more  important  business  places  of  Switzerland,  but 
the  sanction  of  the  respective  cantonal  governments 
must  have  been  previously  obtained.  Prior  to  starting 
operations  the  National  Bank  must  have  organized  at 
least  four  branch  offices. 

The  National  Bank  is  authorized  to  acquire,  by  private 
treaty,  such  existing  banks  as  carry  on  business  similar  to 
its  own  (consequently  chiefly  existing  banks  of  issue)  and, 
after  the  liquidation  of  such  business  as  is  inappropriate 
for  the  National  Bank,  to  continue  them  as  branch  offices. 
The  Canton  in  whose  territory  a  bank  thus  acquired  is 
situated  has  the  right  of  preemption  of  the  National  Bank 
shares  held  by  such  bank. 

The  National  Bank  is  authorized  to  establish  agencies 
in  places  where  no  branch  offices  have  been  instituted. 
Every  Canton  or  half-Canton  in  whose  territory  no 
branch  office  has  been  established,  has  the  right  to  ask 
for  the  establishment  of  an  agency  within  its  boundaries. 
The  cantonal  bank  is  to  be  made  an  agency  if  the  cantonal 
government  so  requests. 
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Any  difference  of  opinion  that  may  arise  between  the 
National  Bank  and  the  cantonal  governments  on  the  ques- 
tion of  the  establishment  of  branch  offices  or  agencies  is 
to  be  referred  for  decision  to  the  Btmdesrat,  without 
appeal. 

The  law  contemplates  the  creation  of  the  following  bank 
authorities :  The  general  meeting  of  the  shareholders ;  the 
bank  council;  the  bank  committee;  the  local  committees, 
and  the  audit  commission  as  organs  of  supervision  and 
control;  the  board  of  management  (Direktorium)  and  the 
local  managements  (Direktionen)  as  executive  organs. 

2.  The  general  -meeting  of  the  shareholders. — At  the  gen- 
eral meeting,  which  must  be  held  at  least  once  a  year  and 
not  later  than  in  the  month  of  April,  and  which  is  con- 
voked and  presided  over  by  the  president  of  the  bank 
cotmcil,  every  share  entitles  the  holder  to  one  vote,  but  a 
single  private  shareholder  shall  not  be  entitled  to  more 
than  loo  votes  in  all.  At  a  general  meeting,  the  presence 
of  at  least  30  shareholders,  representing  in  all  at  least 
10,000  shares,  is  necessary  to  make  it  competent  to  act. 
In  the  event  of  no  quorum  being  present  at  the  general 
meeting,  the  following  extraordinary  general  meeting, 
which  shall  be  convoked  immediately  after  the  failure  of 
the  first  meeting,  shall  be  deemed  competent  to  act,  quite 
irrespective  of  the  number  of  shareholders  present  or  the 
total  number  of  shares  represented  by  them.  So  far  as 
consistent  with  the  provisions  of  the  Civil  Code  and  any 
further  principles  established  by  the  act,  the  action  of 
the  general  meeting  is  determined  by  an  absolute  majority 
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of  the  share- votes  present;  the  tellers  are  chosen  by  the 
general  meeting.  Extraordinary  general  meetings  must 
be  convoked  when  called  for  by  resplution  of  a  general 
meeting  or  whenever  shareholders  whose  shares  aggregate 
at  least  one-tenth  of  the  entire  capital  request  it,  stating 
the  object  of  the  meeting.  The  order  of  the  day  of  the 
general  meeting  is  binding  on  its  deliberations;  on  sub- 
jects not  included  in  the  order  of  the  day,  with  the  excep- 
tion of  motions  for  the  calling  of  an  extraordinary  general 
meeting,  no  action  can  be  taken. 

The  powers  vested  in  the  general  meeting  are  of  a  very 
limited  character.  The  meeting  receives  the  annual 
report  and  the  balance  sheet  and  decides  on,  the  division 
of  the  net  profits,  in  accordance  with  the  rules  laid  down 
in  the  act.  It  has  the  right — and  this  is  the"  most  import- 
ant power  it  has  and  the  only^  means  by  which  it  can  influ- 
ence the  management  of  the  bank's  business — to  select  15 
members  of  the  bank  council.  It  elects  the  audit  commis- 
sion; it  decides,  subject  to  the  approval  of  the  Bundesver- 
sammltmg,  on  the  acquisition  of  existing  banks  by  the 
National  Bank  and  on  the  increase  of  the  capital  of  the 
bank.  It  decides  on  the  renewal  or  dissolution  of  the  com- 
pany and  on  such  questions  as  may  be  laid  before  it  by 
the  bank  council.  Finally,  it  may  lay  before  the  Bundes- 
rat  proposals  for  the  modification  of  the  bank  law.  For 
general  meetings  in  which  such  proposals  are  to  be  con- 
sidered or  which  are  to  deal  with  the  question  of  the 
renewal  or  dissolution  of  the  company,  there  are  special 
rules  as  to  the  constitution  of  a  quorum  and  of  an  effective 
majority. 
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In  the  organization  of  the  general  meeting,  as  described 
above,  two  principles  accepted  by  the  legislative  authori- 
ties in  the  elaboration  of  the  bank's  constitution  are  mani- 
fest.  The  first  is  that  in  regard  to  their  rights  all  share- 
holders without  distinction  stand  on  the  same  level,  quite 
irrespective  of  the  question  whether  they  are  Cantons, 
former  banks  of  issue,  or  private  individuals.  The  second 
is  that  of  the  limitation  of  the  powers  of  the  general  meet- 
ing to  a  minimum. 

3.  The  hank  council. — Much  greater  powers  than  those 
assigned  to  the  general  meeting  are  conferred  upon  the 
bank  council,  which  is  charged  with  the  general  super- 
vision of  the  course  of  the  business,  and  the  conduct  of  the 
business,  of  the  National  Bank.  The  bank  council  is  com- 
posed of  40  members,  of  whom  1 5  are  elected  by  the  gen- 
eral meeting  and  25  by  the  Bundesrat,  all  for  the  period  of 
one  year.  Among  the  25  members  appointed  by  the  Bun- 
desrat shall  be  the  president  and  the  vice-president  of  the 
bank  council.  Of  the  remaining  23  members  only  5  may 
belong  to  the  Bundesversammlung  and  only  5  to  the  can- 
tonial  governments,  and  in  the  choice  of  them  special  con- 
sideration must  be  paid  to  a  proper  representation  of  the 
centers  of  banking,  industry,  and  trade.  The  members  of 
the  bank  council  must  be  Swiss  citizens  resident  in  Swit- 
zerland. 

The  bank  council  must  meet  at  least  once  every  quarter. 
Extraordinary  meetings  may  be  called  by  the  president  at 
any  time,  and  must  be  called  upon  the  request  of  10  mem- 
bers. 

The  bank  council  elects  5  members  of  the  bank  com- 
mittee.    It  nominates  the  local  committees  and  submits 
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proposals  to  the  Bundesrat  respecting  the  choice  of  mem- 
bers of  the  direktorium,  as  well  as  the  local  managements. 
These  proposals  are,  however,  not  binding  on  the  Bundes- 
rat. The  bank  council  examines  and  passes  upon  the  nec- 
essary rules  and  regulations,  annual  reports,  and  balance 
sheets,  which  are  prepared  conjointly  by  the  direktorium 
and  the  bank  committee  and  which  are  subject  to  the  ap- 
proval of  the  Bundesrat.  It  also  makes  regulations 
respecting  the  transfer  of  shares,  and  on  the  basis  of  pro- 
posals by  the  direktorium  and  the  bank  committee  (which 
proposals  are  not  binding)  fixes  the  salaries  of  all  the  offi- 
cials and  employees  of  the  National  Bank  within  maxi- 
mum and  minimum  limits  to  be  established  by  a  regulation. 
The  motions  to  be  put  before  the  general  meeting  are  to  be 
previously  deliberated  upon  and  put  into  form  by  the  bank 
council.  Finally,  any  business  transaction  involving 
more  than  five  million  francs,  and  the  fixing  of  any  credit 
limit  beyond  three  million  francs,  must  be  referred  to  the 
bank  council  for  decision  or  determination. 

In  the  case  of  any  decision  or  determination  the  subject- 
matter  of  which  involves  an  amount  exceeding  one-fifth 
of  the  capital  of  the  bank,  and  in  the  case  of  any  decision 
looking  to  the  increase  of  an  existing  credit  by  which  this 
credit  shall  reach  an  aggregate  exceeding  one-fifth  of  the 
capital  of  the  bank,  the  affirmative  vote  of  at  least  thirty 
members  of  the  Bankrat  is  required.  In  all  other  cases 
an  absolute  majority  is  sufiicient. 

While  the  duties  of  the  general  meeting  and  the  bank 
council  consist  mainly  in  fulfilling  certain  formalities  and 
in  the  exercise  of  a  periodical  control  of  the  management 
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of  the  bank,  to  which,  in  the  case  of  the  bank  council 
certain  powers  of  election  and  administration  are  added, 
the  authorities  we  are  now  to  consider  are  charged~.with 
the  actual  management  of  the  bank;  these  are,  for  the 
National  Bank,  the  direktorium  and  the  bank  committee; 
for  the  various  branch  institutions,  the  local  managements 
and  the  local  committees. 

4.  The  Direktorium. — The  direktorium,  a  board  con- 
sisting of  3  members,  is  the  actual  managing  and  executive 
authority.  It  is  elected,  upon  the  (nonbinding)  proposal 
of  the  bank  council,  by  the  Bundesrat  for  a  term  of  six 
years,  and  the  Bundesrat  determines  which  of  the  mem- 
bers of  the  direktorium  are  to  serve  as  its  president  and 
vice-president. 

The  functions  of  the  direktorium  are  divided  between 
three  departments — the  department  of  discount  and 
transfer  [giro]  business,  the  control  department,  and  the 
note-issue  department.  The  two  members  of  the  direk- 
torium who  are  at  the  head  of  the  two  departments  first 
named,  and  one  of  whom  is  the  president  of  the  board, 
are  located  at  Zurich;  the  head  of  the  note-issue  depart- 
ment, who  has  charge  of  the  management  of  the  cash 
holdings  and  of  the  business  transactions  with  the  federal 
authorities  and  federal  railways,  resides  at  Berne. 

The  direktorium  has  power  to  carry  into  effect  the 
aims  and  purposes  of  the  National  Bank  by  all  acts  that 
serve  the  realization  of  this  object  other  than  those 
reserved  by  the  law  either  to  the  Bimdesrat  the  gen- 
eral meeting,  the  bank  council,  or  the  bank  committee; 
the  most  important  instance  of  such  power  is  that  of  fixing 
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the  rate  of  discount  and  the  rate  of  interest  upon  loans  on 
collateral;  before  determining  these  rates,  the  direktorium 
must  obtain  the  opinion  of  the  bank  committee  and  the 
views  of  the  managers  of  the  leading  branch  offices.  The 
direktorium  appoints  all  officials  and  employees  of  the 
central  administration  whose  selection  has  not  been 
reserved  either  to  the  Bundesrat  or  to  the  bank  com- 
mittee. For  the  choice  of  officials  whose  appointments 
rest  with  the  bank  committee,  the  direktorium  has  the 
right  to  make  proposals,  which  are,  however,  not  binding 
on  the  bank  committee. 

5.  The  local  managements  are  immediately  under  the 
direktorium.  Every  local  management  is  composed  of  a 
manager  and  a  submanager,  who  are  appointed  for  a 
period  of  six  years  by  the  Bundesrat,  upon  (nonbinding) 
proposal  of  the  bank  council  and  after  ascertainment  of 
the  views  of  the  respective  local  comraittees.  These 
officials  are  responsible  for  the  business  management  of 
the  branch  offices  entrusted  to  them. 

All  the  rest  of  the  organization  of  officials  is  under  the 
direktorium  or  the  local  managements.  The  powers  of 
the  various  authorities  and  their  relationship  to  one 
another,  and  also  the  minima  and  maxima  of  the  salaries, 
are  laid  down  in  special  rules  and  regulations,  which  are 
drawn  up  by  the  bank  council,  subject  to  approval  by  the 
Bundesrat.  The  fixing  of  the  minimum  and  maximum 
salaries  requires  the  approval  of  the  Bundesversammlung. 

All  officials  and  employees  of  the  National  Bank  who 
receive  a  fixed  salary  are  considered  federal  officials,  and 
as  such  they  are  subject  to  the  provisions  of  the  federal 
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legislation  respecting  the  obligations  of  the  federal  author- 
ities and  federal  officials.  In  respect  to  the  method  of 
their  appointment,  they  fall  into  the  following  groups: 

(a)  The  members  of  the  direktorium,  the  submanagers 
assigned  to  the  direktorium,  the  managers  and  submanagers 
of  the  local  managements  are  chosen  by  the  Bundesrat 
upon  the  proposal  (not  binding)  of  the  bank  council. 

(6)  Officials  and  employees  of  the  central  administration 
whose  salary  is  above  4,000  francs  per  annum  are  chosen 
by  the  bank  committee.  For  all  these  posts  the  direk- 
torium has  the  right  to  propose  nominations  (not  binding) . 
As  regards  the  election  of  officials  for  the  branch  offices, 
the  same  right  of  making  proposals  belongs  to  the  local 
managements  and  local  committees.  If  the  proposals  of 
the  direktorium,  the  local  management ,  and  the  local  com- 
mittee relating  to  the  appointment  of  any  official  of  a  branch 
office  all  agree  they  become  binding  on  the  bank  com- 
mittee. 

(c)  Officials  and  employees  of  the  central  administra- 
tion whose  salary  does  not  exceed  4,000  francs  are  chosen 
by  the  direktorium. 

{d)  Officials  and  employees  of  the  branch  offices  whose 
salary  does  not  exceed  4,000  francs  are  chosen  by  the  local 
management. 

All  officials  and  employees  of  the  National  Bank,  includ- 
ing the  members  of  the  direktorium  and  of  the  local 
managements,  may  be  deprived  of  their  positions  by  the 
appointing  authority,  the  cause  of  the  removal  being 
stated. 
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The  effectiveness  of  the  body  of  officials  in  the  direk- 
torium  and  the  local  managements  employed  at  fixed 
salaries  and,  unlike  what  is  the  case  in  the  German  Reichs- 
bank,  receiving  no  percentage  compensation  of  any  kind, 
is  supplem.ented  by  means  of  the  bank  committee  and  the 
local  committees.  These  supply  a  supervision  of  the  bank 
by  representatives  of  the  parties  in  interest  and  of  the 
general  public,  through  which  a  guaranty  is  afforded  to 
the  bank's  creditors,  and  which  constitutes  a  safeguard 
against  the  possibility  of  making  use  of  the  hierarchical 
organization  of  the  bank  management  for  secret  purposes. 
Moreover,  by  this  means  the  bank  officials  are  kept  in  con- 
stant touch  with  the  representatives  of  the  commercial  and 
industrial  world,  so  that  the  rise  of  a  purely  bureaucratic 
bank  management  is  prevented,  to  the  advantage  of  the 
bank's  customers. 

6.  The  bank  committee. — While  the  bank  council  exercises 
only  periodical  control  of  the  bank  and  certain  other 
powers  of  no  great  importance  assigned  to  it  by  the  law, 
the  continuous  and  specific  control  and  supervision  of 
the  management  of  the  bank  devolves  upon  a  standing 
committee  of  the  bank  council,  designated  as  the  bank 
committee. 

The  bank  committee  is  composed  of  the  president  and 
vice-president  of  the  bank  council,  who  also  exercise  the 
functions  of  president  and  vice-president  of  the  bank  com- 
mittee, and  of  5  other  members  who  are  elected  by  the 
bank  council  for  a  term  of  four  years.  The  bank  council 
also  elects  3  substitutes. 


199 


National     Monetary     Commission 

In  addition  to  the  general  "supervision  and  control"  of 
the  management  of  the  bank  delegated  to  it,  the  bank  com- 
mittee exercises  the  powers  of  election  already  mentioned 
and  also  has  special  duties.  It  must  consider,  in  advance 
of  action  by  the  bank  council,  all  matters  of  business  that 
are  to  come  before  that  body  and  any  proposition  made  by 
the  direktorium  for  a  change  of  the  rate  of  discount  or  of 
the  rate  of  interest  upon  loans  on  collateral.  Business 
transactions  and  determinations  of  credit  limits  which 
involve  a  sum  in  excess  of  i  ;00o,ooo  francs  are  to  be  laid 
by  the  board  of  management  before  the  bank  committee 
for  its  approval,  if  they  do  not  require  the  approval  of  the 
bank  council.  The  bank  committee  also  grants  the  power 
of  attorney  to  officials  to  sign  in  the  name  of  the  National 
Bank.  In  the  case  of  officials  of  the  central  administra- 
tion, this  is  done  upon  the  proposal  of  the  direktorium, 
which  proposals  are,  however,  not  binding ;  in  the  case  of 
officials  engaged  in  branch  offices,  upon  an  understand- 
ing with  the  local  management  and  the  local  committee. 

7.  The  local  committees. — As  the  bank  committee  is 
placed  alongside  the  direktorium,  so  there  is  placed 
alongside  the  local  management  of  each  branch  insti- 
tution a  local  committee.  According  to  the  importance 
of  the  place  in  question,  such  committee  is  composed  of 
3  or  4  persons,  chosen  by  preference  from  among  the 
important  merchants  and  manufacturers  of  the  place  and 
its  neighborhood.  They  are  elected  by  the  bank  council 
for  a  term  of  four  years. 

In  addition  to  the  above-mentioned  rights  of  proposing 
names   for   election,    the    "supervision"    of   the   branch 
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institutions  is  assigned  to  the  local  committees,  which 
meet  at  such  times  as  may  be  necessary. 

8.  Supervision. — In  addition  to  the  supervision  exer- 
cised by  the  bank  council,  the  bank  committee,  and  the 
local  committee,  there  exist  two  further  organs  of  super- 
vision for  the  National  Bank — the  audit  commission  and 
the  supervising  officers  of  the  Bundesrat. 

(a)  The  audit  commission  is  a  supervisory  organ  of  the 
general  meeting.  It  consists  of  3  members  and  3  deputy 
members,  who  are  annually  chosen  by  the  general  meet- 
ing; it  is  empowered  to  examine  the  entire  working  of  the 
National  Bank  at  any  time;  it  is  obliged  to  examine  the 
annual  balance  sheet  and  to  report  to  the  general  meeting 
the  result  of  this  examination,  which  is  also  to  be  com- 
municated to  the  Bundesrat. 

(6)  The  supervising  officers  of  the  Bundesrat  are  named 
by  it  and  are  subordinate  to  the  Federal  Finance  Depart- 
ment. They  are  responsible  to  the  Bundesrat,  and  their 
functions  of  supervision  are  designed  to  supplement  those 
performed  by  the  audit  commission,  which  is  responsible 
to  the  general  meetings.  While  the  mandate  of  the  audit 
commission  includes  principally  the  supervision  of  the  man- 
agement of  business,  the  attention  of  those  charged  with 
supervisory  functions  by  the  Confederation  is  to  be  fixed 
upon  the  administration  of  the  bank  as  a  whole,  upon  the 
relations  of  its  various  organs  to  each  other,  and  upon 
the  economic  interests  of  the  nation,  especially  those  con- 
nected with  the  currency.  The  law  gives  the  Bundesrat 
a  free  hand  as  to  the  actual  organization  of  these  super- 
visory agencies.     It  may  develop  the  board  of  note-bank 
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inspectors,  which  was  created  under  the  law  of  March  8, 
1 88 1,  into  a  board  of  inspection  of  the  National  Bank, 
either  giving  it  powers  of  supervision  to  be  exercised  in 
regard  to  this  institution  in  the  same  way  as  they  have 
been  hitherto  exercised  in  regard  to  the  existing  banks 
of  issue  or  conferring  upon  it  more  extensive  powers  of 
representation,  supervision,  and  prohibition. 

4.    TRANSITIONAI,  DISPOSITIONS. 

Of  the  transitional  provisions  of  the  law,  which  also 
regulate  the  mode  of  proceeding  as  regards  the  organiza- 
tion of  the  National  Bank  (arts.  79-84,  p.  232),  we  need, 
at  this  place,  only  treat  such  as  deal  with  the  question  of 
how  the  Uquidation  of  the  issues  made  under  the  law 
of  March  8,  188 1,  is  to  take  place. 

According  to  the  law  of  March  8,  1881,  every  bank 
which  complies  with  the  regulations  laid  down  in  that 
law  is  entitled  to  apply  to  the  Bundesrat  for  the  authority 
to  issue  bank  notes,  and  the  Bundesrat  must  grant  this 
request.  From  the  day  on  which  the  national-bank  law 
goes  into  force  the  Bundesrat  is  empowered  to  refuse 
such  appUcations. 

On  the  day  that  the  National  Bank  is  opened  for  busi- 
ness, the  legal  obHgation  arises  for  all  the  banks  of  issue 
organized  imder  the  law  of  March  8,  1 881,  to  withdraw  all 
their  notes  within  the  following  three  years,  reckoned 
from  that  date.  The  banks  are  obliged,  during  this 
period  of  three  years,  to  surrender  to  the  control  authority 
appointed  by  the  Confederation,  at  the  end  of  every 
quarter,  at  least  one-twelfth  of  their  entire  authorized 
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issue  of  notes,  for  the  purpose  of  haying  them  destroyed; 
for  any  deficiency  in  this  quota,  cash  must  be  handed  over 
to  the  National  Bank.  The  National  Bank,  in  its  tiurn, 
is  obliged  to  assist  the  banks  of  issue  in  the  liquidation 
of  their  bank-note  business,  as  far  as  possible,  by  granting 
advances  on  sectirities. 

Until  the  liquidation  of  this  bank-note  business  is 
entirely  completed,  the  terms  of  the  law  of  March  8,  1881, 
remain  in  force  for  the  banks  of  issue.  Their  notes  will 
also  be  accepted  in  payment  by  all  the  branch  offices  of 
the  National  Bank  during  the  three-year  period  set  down 
for  their  withdrawal,  and  the  National  Bank  will  arrange 
for  the  redemption  of  such  notes  within  three  days,  free 
of  charge. 

At  the  expiration  of  the  three-year  withdrawal  period 
the  National  Bank  accepts  the  obligation,  on  its  own 
behalf  and  on  behalf  of  its  legal  successors,  to  cash  any 
of  the  notes  of  the  banks  of  issue  that  may  still  be  in  cir- 
culation, within  the  following  thirty  years.  In  the  case 
of  banks  that  have  handed  over  to  the  National  Bank  the 
cash  equivalent  of  their  outstanding  bank  notes  prior  to 
the  expiration  of  the  three  years  the  National  Bank  accepts 
the  above  obligation  from  the  day  of  receiving  the  cash 
equivalent  in  question.  At  the  expiration  of  the  thirty 
years  above  mentioned,  the  obligation  of  redeeming  the 
old  notes  ceases  to  exist  and  the  cash  equivalent  of  the 
notes  not  presented  for  redemption  goes  to  the  federal 
invalid  fund. 
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Appendix  i. 

FEDERAL  LAW  RELATING  TO  THE  SWISS 
NATIONAL  BANK. 

(October  6,  1905.) 

The  Federal  Assembly  «  of  the  Swiss  Confederation,  in  execution  of  the 
revised  article  39  of  the  federal  constitution  of  May  29,  1874,  and  after 
consideration  of  a  message  of  the  Federal  Council  b  of  June  13,  1904, 
decrees: 

I.  General. 

Article  i.  The  Confederation  assigns  the  exclusive 
right  of  issuing  bank  notes  to  a  central  bank  of  issue  to 
be  established  in  conformity  with  this  present  act  under 
the  style  of  "  Schweizerische  Nationalbank  "  ("Banque 
Nationale  Suisse,"  "Banca  Nazionale  Svizzera"),  en- 
dowed with  the  rights  of  a  legal  person  and  which  will  be 
administered  under  its  cooperation  and  control. 

Art.  2.  The  chief  function  of  the  National  Bank  is  to 
regulate  the  monetary  circulation  of  the  country  and  to 
facilitate  the  operations  of  payment.  Furthermore,  the 
bank  must  take  over  the  exchequer  business  of  the  Con- 
federation free  of  charge,  so  far  as  it  may  be  called  upon 
to  do  so. 

Art.  3.  The  National  Bank  has  its  legal  and  adminis- 
trative seat  at  Berne,  where  the  general  meetings  of  the 
shareholders,  the  meetings  of  the  bank  comicil,  and  usu- 
ally also  those  of  the  bank  committee  must  be  held. 
o  Bundesversammlung.  b  Bundesrat. 
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The  seat  of  the  direktorium  is  in  Zurich. 

The  cities  of  Berne  and  Zurich  are  required  each  to 
place  at  the  disposal  of  the  National  Bank,  without  com- 
pensation, a  suitable  site  for  building  the  necessary  offices, 
or  to  make  an  equivalent  money  payment. 

Art.  4.  The  National  Bank  is  authorized  to  establish 
branches  in  Berne  and  in  Zurich,  and,  after  having  obtained 
the  consent  of  the  cantonal  governments,  to  establish 
branches  also  in  the  other  important  towns  of  Switzer- 
land, and  to  create  agencies  for  the  remaining  places.  In 
case  of  disagreement  between  a  Canton  and  the  National 
Bank  concerning  the  establishment  of  a  branch  or  agency, 
the  Bundesrat  decides  the  question  without  appeal. 

Any  Canton  or  half  Canton  that  has  no  branch  may 
request  that  an  agency  be  established  in  its  territory. 

At  the  request  of  the  cantonal  governments  concerned, 
the  cantonal  banks  are  to  be  made  such  agencies. 

The  National  Bank  is  authorized  to  acquire,  by  way  of 
purchase  by  private  treaty,  existing  banks  whose  business 
is  of  similar  character,  and,  upon  liquidation  of  such 
part  of  the  business  as  may  be  unsuitable,  to  carry  them 
on  as  branches. 

Art.  5.  The  capital  of  the  National  Bank  is  50,000,000 
francs,  divided  into  100,000  registered  shares  of  500  francs 
each. 

The  share  capital  must  be  fully  subscribed,  and  half  of 
it  (25,000,000  francs)  paid  in,  by  the  day  of  the  opening 
of  the  bank  for  business.  The  payment  of  the  remainder 
must  follow  at  a  date  to  be  made  known  by  the  adminis- 
tration of  the  bank  six  months  in  advance. 
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Shareholders  who  are  in  arrears  in  their  payments  must 
pay  interest  at  the  rate  of  6  per  cent,  and  after  the  three 
formal  notices  by  registered  letters  required  by  law 
have  been  sent  them  without  result,  the  rights  arising 
from  their  subscriptions  and  from  the  payments  already 
made  may  be  declared  forfeited. 

In  place  of  the  shares  thus  canceled  new  shares  will  be 
issued. 

Art.  6.  The  capital  of  the  National  Bank  will  be  raised 
as  follows:  Two-fifths  will  be  reserved  for  subscription 
by  the  Cantons,  or  in  their  stead  the  cantonal  banks,  in 
proportion  to  their  population;  one-fifth  will  be  reserved 
for  subscription  by  the  present  banks  of  issue,  in  propor- 
tion to  their  actual  issue  of  notes  on  the  31st  of  December, 
1904. 

In  case  of  the  absorption  of  a  bank  of  issue  by  the 
National  Bank  the  Canton  concerned  will  have  a  prefer- 
ence right  to  buy  the  shares  in  the  possession  of  the  bank 
of  issue  at  the  market  price  of  the  day. 

The  last  two-fifths  and  any  remainder  of  shares  reserved 
to  the  Cantons  or  banks  of  issue  and  not  taken  up  will  be 
offered  for  public  subscription. 

Art.  7.  The  following  are  the  conditions  for  the  right 
of  subscription  and  subsequent  possession  of  shares  of  the 
National  Bank. 

Only  Swiss  citizens  or  such  firms  and  legal  persons  or 
corporations  domiciled  in  Switzerland  as  have  their  prin- 
cipal domicile  in  Switzerland  are  allowed  to  subscribe  for 
shares  or  can  subsequently  be  entered  in  the  share  register 
as  owners  of  shares. 
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In  allotting  the  shares,  the  first  to  be  considered  are  the 
smaller  subscribers,  so  that  each  subscriber  shall  receive 
at  least  one  share. 

The  same  procedure  is  to  be  followed  in  the  case  of  any 
later  increase  of  capital. 

Art.  8.  The  capital  of  the  National  Bank  may  be 
increased  by  a  resolution  of  the  shareholders  in  general 
meeting  (art.  41,  par.  4,  and  art.  42),  but  this  resolution 
requires  the  approval  of  the  Bundesversammlung,  which 
must  also  determine  how  the  new  capital  shall  be  raised. 

Art.  9.  Transfer  of  shares  of  the  National  Bank  is 
effected  by  indorsement. 

Every  transfer  requires  the  approval  of  the  bank  com- 
mittee. If  this  approval  is  not  unanimous,  the  matter 
must  be  referred  to  the  bank  council  for  decision. 

In  case  of  approval,  the  bank  committee  causes  the 
transfer  to  be  entered  in  the  share  register  kept  at  the 
seat  of  the  National  Bank  in  Berne,  and  to  be  marked  on 
the  share  certificate. 

Upon  the  entry  of  the  transfer  of  a  share  in  the  share 
register,  such  transfer  becomes  legally  binding  as  against 
the  National  Bank,  and  all  rights  and  obligations  of  the 
former  owner  of  the  share  pass  over  to  the  new  purchaser. 

Art.  10.  Only  such  persons  as  are  entered  in  the  share 
register  are  recognized  by  the  National  Bank  as  share- 
holders; in  particular,  only  these  persons  have  a  right  to 
vote. 

Only  one  holder  is  recognized  for  each  share. 

Should  one  share  belong  to  several  persons,  they  must 
name  a  common  representative. 
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Art.  II.  The  shares  of  the  National  Bank  must  bear 
the  signatures  of  the  president  of  the  bank  council  and  of 
the  president  of  the  direktorium  in  facsimile  print,  and, 
furthermore,  the  written  signature  of  the  official  who  has 
charge  of  the  share  register. 

Art.  12.  Notices  to  the  shareholders  will  be  valid  if 
sent  by  registered  letter  to  the  address  last  entered  in  the 
share  register  and  published  in  the  Schweizerische  Han- 
delsamtsblatt  (Swiss  Commercial  Gazette). 

For  notifications  within  the  meaning  of  articles  665- 
and  669  of  the  Civil  Code,  the  Schweizerische  Handels- 
amtsblatt  is  designated  as  the  official  organ  of  publication. 

A  single  publication  in  the  Schweizerische  Handels- 
amtsblatt,  without  the  sending  of  registered  letters  to 
the  shareholders,  is  sufficient  for  notice  of  the  payment  of 
a  dividend. 

Art.  13.  The  National  Bank  and  its  branches  shall  be 
exempt  from  all  taxes  in  the  Cantons. 

A  reservation  is  made,  however,  for  the  provisions  of 
cantonal  laws  relating  to  transfer  duties  and  also  those 
relating  to  stamp  taxes  on  bills  and  other  evidences  of 
indebtedness.  Exemption  from  these  last  applies  only 
to  instruments  proceeding  from  the  National  Bank, 
including  receipts  issued  by  it  and  bank  drafts  and  checks 
drawn  upon  it.     (Arts.  830-837  of  the  Civil  Code.) 

Art.  14.  The  provisions  of  chapter  26  of  the  Swiss 
Civil  Code  relating  to  joint  stock  companies  apply  to  the 
National  Bank  in  so  far  as  special  provisions  for  its 
organization  and  administration  are  not  contained  in  the 
present  act. 
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II.  Sphere  of  Operations  of  the  National  Bank. 

Art.  15.  The  National  Bank,  as  a  pure  note,  transfer, 
and  discount  bank,  is  allowed  to  transact  only  the  follow- 
ing business : 

(i)  Issue  of  bank  notes,  according  to  the  provisions  of 
this  law. 

(2)  Discounting  of  bills  on  Switzerland  maturing  in 
not  more  than  three  months  and  bearing  at  least  two 
signatures  of  known  solvency.  Bills  arising  out  of  agri- 
cultural business  which  are  based  on  a  commercial  trans- 
action are  to  be  placed  on  the  same  footing  as  other  bills. 

(3)  Purchase  and  sale  of  bills  and  checks  on  foreign 
countries  the  currency  of  which  is  on  a  metallic  basis. 
The  bills  must  mature  in  not  more  than  three  months 
and  must  bear  at  least  two  signatures  of  known  solvency. 

(4)  Granting  of  loans  bearing  interest  for  not  more  than 
three  months  against  deposit  of  securities  and  title  deeds. 
Shares  are  not  accepted  as  security  for  loans. 

(5)  Acceptance  of  moneys  upon  deposit  without  inter- 
est, and  in  the  case  of  the  Confederation  and  of  the  admin- 
istrations under  its  supervision  also  of  deposits  bearing 
interest. 

(6)  Transfer  and  clearing  business;  issue  and  cashing 
of  drafts. 

(7)  Purchase  of  interest-bearing  bonds  of  the  Confed- 
eration, the  Cantons,  or  foreign  countries,  vesting  in  the 
holder  and  easily  realizable;  this,  however,  only  for  the 
purpose  of  a  temporary  investment  of  moneys. 

(8)  Purchase  and  sale  of  precious  metals  in  bars  and 
coin,  for  its  own  account  and  for  account  of  third  parties, 
and  the  granting  of  loans  on  the  same. 
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(9)  Issue  of  gold  and  silver  certificates. 

(10)  Acceptance  of  securities  and  valuables  for  safe- 
keeping and  management. 

(11)  Receiving  of  applications  for  loans  of  the  Con- 
federation and  the  Cantons,  on  commission;  all  partici- 
pation in  the  permanent  taking  over  of  such  loans  being 
forbidden  to  the  bank. 

Art.  16.  The  National  Bank  is  under  obligation:  (i) 
Wherever  it  has  branches  to  accept  payments,  free  of 
charge,  for  the  Confederation  or  any  of  its  administra- 
tions and  also  to  make  payments  free  for  the  same,  to 
the  extent  of  the  credit  balance  of  the  Confederation;  (2) 
as  far  as  it  may  be  requested,  to  take  over,  for  safe-keeping 
or  management,  free  of  charge,  seciurities  and  valu- 
ables belonging  to  the  Confederation  or  placed  under  its 
management. 

Art.  17.  The  National  Bank  must  regularly  make 
1  known  its  rate  of  discount  and  of  interest  on  loans.  It 
must  also  publish  an  annual  balance  sheet  and  a  weekly 
statement  of  its  assets  and  liabilities: 

III.  IssuB,  Redemption,  and  Cover  of  Bank  Notes — 
Cover  op  other  Short-Time  Liabiuties. 

Art.  18.  The  National  Bank  is  authorized  to  issue 
bank  notes  according  to  the  needs  of  business  and  under 
the  conditions  laid  down  in  this  law,  the  bank  alone 
bearing  all  responsibility  for  the  notes. 

The  manufacture,  delivery,  withdrawal,  and  destruction 
of  bank  notes  is  done  under  the  control  of  the  Federal 
Department  of  Finance. 
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Art.  19.  The  notes  are  issued  in  denominations  of  50, 
100,  500,  and  1,000  francs. 

The  Bundesrat  may  authorize  temporarily,  in  extraor- 
dinary cases,  the  issue  of  20-franc  notes. 

Art.  20.  The  equivalent  of  the  entire  amount  of  notes 
in  circulation  must  be  in  possession  of  the  bank  in  lawful 
money  or  in  gold  bars  calculated  at  the  market  value,  or 
in  foreign  gold  coins,  in  Swiss  discount  bills,  and  drafts 
on  foreign  countries. 

The  metallic  reserve  must  amount  to  at  least  40  per 
cent  of  the  notes  in  circulation ;  the  bills  must  always  bear 
two  signatures  independent  of  each  other. 

Art.  21.  The  National  Bank  is  further  obliged  at  all 
times  to  keep  the  equivalent  of  all  short-time  habiUties 
covered  in  Swiss  discount  bills,  in  drafts  on  foreign  coun- 
tries, in  lawful  money,  foreign  gold  coins,  or  gold  bars. 

Short-time  liabilities  are  those  which  fall  due  or  become 
demandable  within  ten  days. 

Art.  22.  The  National  Bank  is  obliged  to  redeem  its 
notes  at  par  in  lawful  money:  (a)  At  its  seat  in  Berne,  in 
any  quantity,  immediately  on  presentation;  (6)  at  its 
branches  and  agencies  so  far  as  the  cash  in  hand  and  their 
own  requirements  will  permit,  but  in  any  case  within  the 
time  required  to  get  the  necessary  cash  from  the  head 
office. 

At  the  branches  and  agencies  the  service  for  the  redemp- 
tion of  notes  is  to  be  arranged  for  according  to  the  needs 
of  the  place. 

Art.  23.  The  National  Bank  is  obliged  at  all  times  to 
receive  its  own  bank  notes  at  par  both  in  payment  and 
on  deposit  account. 
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The  federal  treasury  offices  are  also  obliged  to  accept 
the  notes  of  the  National  Bank  at  par  in  payment. 

A  more  extended  legal  obligation  to  accept  the  notes 
of  the  National  Bank  can  not  be  declared  except  in  case 
of  necessity  in  time  of  war. 

Art.  24.  The  National  Bank  must  redeem  damaged 
notes  at  par,  if  the  owner  of  the  note  produces  a  portion 
of  it  larger  than  one-half,  or,  in  case  he  produces  a  smaller 
-part,  if  he  furnishes  proof  that  the  other  part  of  the  note 
has  been  destroyed. 

The  bank  is  not  obliged  to  give  compensation  for 
destroyed  or  lost  bank  notes. 

Art.  25.  Damaged  or  worn-out  notes  must  not  again 
be  put  into  circulation  by  the  National  Bank  or  by  its 
branches  or  agencies. 

IV.  Keeping    of    Accounts — Net    Profits — Stjrpi,us. 

Art.  26.  The  accounts  of  the  National  Bank  must  be 
submitted  for  approval  to  the  Bimdesrat  before  being 
presented  to  the  general  meeting. 

The  accounts  are  closed  at  the  end  of  each  calendar 
year. 

The  balance  sheets  must  be  made  out  according  to  the 
principles  of  the  Civil  Code. 

Art.  27.  Of  the  profits  shown  by  the  profit  and  loss 
accoimt,  10  per  cent,  but  in  no  case  more  than  500,000 
francs  for  one  year,  is  transferred  to  the  surplus. 

After  this,  a  dividend  up  to  4  per  cent  of  the  paid-up 
share  capital  is  distributed. 


The      Swiss      Banking      Law 

The  remainder  of  the  net  profits  is  divided  as  follows: 
(i)  The  Cantons  receive  the  indemnity  assigned  to  them 
under  article  28 ;  (2)  any  excess  still  remaining  is  distrib- 
uted, subject  to  the  reservation  of  article  29,  one-third 
to  the  Confederation  and  two-thirds  to  the  Cantons. 
The  distribution  among  the  latter  is  made  in  proportion 
to  the  population,  according  to  the  last  census. 
•  Art.  28.  The  yearly  indemnity,  which,  according  to 
article  27,  paragraph  3,  the  National  Bank  must  pay  to 
the  Confederation,  to  be  handed  over  to  the  Cantons,  is 
as  follows:  (a)  Fifty  centimes  per  100  francs  of  the  author- 
ized issue  of  notes  in  each  Canton  on  the  31st  of  December, 
1904;  (6)  30  centimes  per  head  of  the  resident  popula 
tion  of  each  Canton,  as  stated  in  the  last  census. 

During  the  three  years'  period  allowed  for  the  with- 
drawal of  the  old  notes  (art.  86  of  this  act)  the  indemnity 
provided  under  letter  a  is  not  reckoned  on  the  amount  of 
the  note  issue,  but  on  the  arnount  of  the  notes  delivered 
to  the  control  authorities  to  be  destroyed,  and  this  only 
from  the  time  of  delivery  of  the  same.  Deficiencies  paid 
in  cash  are  reckoned  the  same  as  deUvered  notes.  Only 
at  the  end  of  the  three-year  withdrawal  period  does  the 
50  centimes  per  100  francs  become  payable  on  the  full 
amounts  of  the  former  authorized  issues. 

With  the  sixth  full  business  year  of  the  National  Bank, 
i.  e.,  the  third  working  year  after  the  close  of  the  period 
assigned  for  calling  in  the  notes,  an  alteration  in  the  cal- 
culation of  the  indemnity  for  the  Cantons  begins.  The 
quota  based  on  the  note  issue  is  reduced  yearly  by  5  cen- 
times and  the  quota  based  on  the  population  is  increased 
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by  5  centimes,  so  that  with  the  fifteenth  full  business 
year  the  portion  of  the  indemnity  based  on  the  note  issue 
disappears  entirely.  From  the  fifteenth  year  on  only  an 
indemnity  of  80  centimes  per  head  of  the  population 
remains  to  be  paid  to  each  Canton. 

The  definitive  determination  of  the  amount  of  indem- 
nity due  yearly  to  each  Canton  is  made  by  the  Bundesrat. 

Art.  29.  Should  the  profits  of  the  National  Bank  in 
one  year  not  be  sufficient  to  pay  the  full  inderanity  to  the 
Cantons,  the  deficiency  must  be  supplied  by  the  Federal 
Treasury  in  the  form  of  advances.  Such  advances  by 
the  Confederation,  together  with  interest  at  3X  P^r  cent 
per  annum,  must  be  repaid  as  soon  as  the  net  profits  of 
the  bank  permit.  Until  the  claims  of  the  Confederation 
for  advances  are  settled,  the  further  distribution  con- 
templated in  article  27,  paragraph  3,  No.  2,  can  not  take 
place. 

Art.  30.  To  cover  any  possible  loss  in  the  capital,  a 
surplus  is  established  and  is  added  to  until  it  amounts  to 
30  per  cent  of  the  capital. 

The  surplus  forms  part  of  the  working  capital  of  the 
bank. 

Should  the  surplus,  after  reaching  its  maximum  of  30 
per  cent  of  the  paid-in  capital,  be  drawn  upon  to  cover 
losses,  the  process  of  adding  to  it  must  be  resumed,  and 
continued  until  the  surplus  again  amoimts  to  30  per  cent 
of  the  capital. 
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V.  Organs  of  the  Nationai^  Bank. 

Art.  31.  The  organs  of  the  National  Bank  are: 
(a)  For  supervision  and  control : 

The  general  meeting  of  the  shareholders. 

The  bank  council. 

The  bank  committee. 

The  local  committees. 

The  audit  commission. 
(6)  For  management : 

The  Direktorium. 

The  local  managements  (localdirectionen) . 

I.   THE   VARIOUS   organs. 

a.  The  general  meeting  of  the  shareholders. 

Art.  32.  Every  shareholder  whose  name  is  entered  in 
the  share  register  has  a  right  to  take  part  in  the  general 
meeting,  or  to  be  represented  by  another  shareholder  duly 
empowered  to  act  in  his  place. 

All  the  shares  registered  in  one  person's  name  must  be 
represented  by  one  person  only. 

The  form  of  authorization  required  for  representation 
by  proxy  must  be  prescribed  by  the  bank  council. 

Art.  33.  The  general  meeting  should  be  called  at  least 
three  weeks  before  the  day  of  the  meeting  by  the  presi- 
dent of  the  bank  council. 

In  cases  regarded  by  him  as  urgent,  he  may  reduce  this 
time  to  eight  days. 

The  call  must  contain  the  order  of  the  day.  The  order 
of  the  day  must  include  any  proposals  submitted  to  the 
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bank  council  in  writing  by  at  least  lo  shareholders  prior 
to  the  issue  of  the  call. 

Subjects  which  do  not  figure  in  the  order  of  the  day  can 
not  be  acted  upon  at  the  meeting.  This  rule  does  not 
apply,  however,  to  proposals  made  in  the  general  assem- 
bly itself  looking  to  the  calling  of  an  extraordinary  gen- 
eral assembly.  For  the  making  of  proposals,  and  for 
proceedings  requiring  no  decision  by  vote,  notice  in  the 
order  of  the  day  is  not  required. 

Art.  34.  The  chair  at  the  general  meeting  is  taken  by 
the  president  of  the  bank  council,  or,  if  he  is  prevented, 
by  the  vice-president,  or,  in  case  of  necessity,  by  some 
other  member  of  the  bank  committee  designated  by  the 
bank  council. 

The  tellers  are  elected  by  the  general  meeting  for  the 
duration  of  that  meeting  by  an  absolute  majority  of 
those  present  and  by  an  open  vote.  Members  of  the 
bank  council  are  not  eligible  as  tellers. 

The  proceedings  and  resolutions  of  the  general  meeting 
are  authenticated  by  records  which  must  be  signed  by 
the  chairman,  the  recording  secretary,  and  the  tellers. 

Esctracts  from  these  records  must  be  certified  by  the 
president  and  another  member  of  the  bank  council. 

The  recording  secretary  is  appointed  by  the  bank 
council. 

Art.  35.  a  list  must  be  kept  of  all  shareholders  pres- 
ent or  represented  at  the  general  meeting,  giving  their 
names  and  addresses  and  the  number  of  shares  repre- 
sented by  them. 

This  list  must  be  signed  by  the  chairman,  the  recording 
secretary,  and  the  tellers. 
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In  the  case  of  any  act  for  whose  validity  the  law  requires 
the  drawing  up  of  a  legal  document,  a  notary  public  must 
be  called  in  to  put  the  document  into  proper  form. 

Art.  36.  Shareholders  must  apply  for  their  cards  of 
admission  to  the  general  meeting  at  the  branch  oflBces 
or  agencies  at  least  three  days  prior  to  the  meeting.  The 
cards  of  admission  are  made  out  according  to  the  share 
register. 

Art.  37.  The  genefal  meeting  is  competent  to  act  as 
soon  as  at  least  30  shareholders  are  present,  representing 
in  all  at  least  10,000  shares. 

If  the  first  call  does  not  result  in  a  general  meeting 
competent  to  act,  then  a  new  general  meeting  must  be 
called  at  once,  which  will  be  competent  to  act  without 
regard  to  the  number  of  shareholders  present  or  the  num- 
ber of  shares  represented.  Reservation  is  made  of  article 
42  of  this  act. 

Art.  38.  Each  share  gives  the  right  to  i  vote,  but 
no  private  shareholder  can  have  more  than  100  votes. 

Art.  39.  With  reservation  of  article  42  of  the  present 
act,  resolutions  of  the  general  meeting  are  passed  by  an 
absolute  majority  of  the  share  votes  represented.  In 
the  case  of  a  tie  the  chairman  has  the  casting  vote.  In 
general  the  voting  is  open,  but  it  is  by  ballot  if  the  chair- 
man so  orders  or  if  5  shareholders  present  propose  it. 
The  members  of  the  bank  council  to  be  named  by  the 
general  meeting  and  also  the  members  of  the  audit  com- 
mission and  their  substitutes  are  elected  by  secret  ballot. 

Art.  40.  The  ordinary  general  meeting  is  held  every 
year,  not  later  than  in  the  month  of  April,  to  receive  the 

yearly  report  and  balance  sheet  and  to  determine  upon 
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the  disposition  of  the  net  profits,  in  accordance  with 
articles  27  and  28. 

The  audit  commission's  written  report  must  be  read 
before  action  is  taken. 

The  acceptance  of  the  accounts  without  reserve  oper- 
ates as  a  discharge  for  those  entrusted  with  the  manage- 
ment in  regard  to  their  conduct  of  the  business  during 
the  period  covered  by  the  accounts. 

Extraordinary  general  meetings  are  held  whenever  the 
bank  council  or  the  auditors  find  it  necessary. 

Besides  this,  extraordinary  general  meetings  must  be 
called  upon  resolution  passed  by  a  general  meeting,  or 
whenever  shareholders  whose  shares  aggregate  at  least 
one-tenth  of  the  capital  request  it  in  a  petition  signed  by 
them  and  stating  the  object  of  the  meeting. 

Art.  41.  In  addition  to  the  matters  enumerated  in 
article  40,  paragraph  i ,  which  must  be  disposed  of  by  the 
yearly  ordinary  general  meeting,  the  general  meeting  has 
the  following  further  powers : 

(i)  To  elect  15  members  of  the  bank  council. 

(2)  To  elect  the  audit  commission. 

(3)  To  decide  all  affairs  of  the  bank  which  have  been 
laid  before  the  general  meeting  by  the  bank  council  on 
its  own  motion  or  which  are  brought  before  it  in  pur- 
suance of  article  40,  paragraph  5. 

(4)  To  decide  upon  an  increase  of  the  bank's  capital, 
subject  to  the  approval  of  the  Bundesversammlung. 

(5)  To  propose  to  the  Bundesrat,  for  submission  to  the 
Bundesversammlung,  modifications  of  this  act. 

(6)  To  decide  as  to  the  renewal  or  the  dissolution  of 
the  company  at  least  one  year  before  the  expiration  of 
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the  privilege  (art.  76,  par.  4),  in  the  former  case  taking 
regard  of  the  Umits  prescribed  for  the  exercise  by  the 
National  Bank  of  the  bank-note  monopoly. 

(7)  To  decide  as  to  the  acquisition  of  existing  banks 
(art.  4,  par.  5). 

Art.  42.  Resolutions  providing  for  an  increase  of 
capital,  as  well  as  proposals  to  the  Bundesrat  looking  to 
the  alteration  of  this  act,  can  not  be  adopted  by  the  gen- 
eral meeting  unless  at  leasts  one-fourth  of  the  entire  num- 
ber of  shares  is  represented;  and  resolutions  providing 
for  the  renewal  or  the  dissolution  of  the  company,  accord- 
ing to  article  41,  paragraph  6,  can  not  be  passed  unless 
at  least  one-half  of  the  shares  are  represented. 

If  the  first  call  does  not  result  in  a  meeting  competent 
to  act,  a  call  must  be  issued  for  a  general  meeting  to 
assemble  at  a  new  date  at  least  thirty  days  later.  At  this 
meeting,  even  if  the  number  of  shares  required  in  the 
preceding  paragraph  again  fails  to  be  represented,  the 
actions  there  contemplated  may  nevertheless  be  taken. 
Attention  is  to  be  drawn  to  this  in  the  call  for  the  second 
general  meeting. 

A  resolution  for  the  renewal  or  the  dissolution  of  the 
company,  after  the  expiration  of  the  period  of  the  privi- 
lege, requires  for  its  passage  two-thirds  of  the  whole 
number  of  votes  cast. 

6.  The  bank  council. 

Art.  43.  The  bank  council  consists  of  40  members 
elected  for  the  term  of  four  years,  of  whom  15  are  elected 
by  the  general  meeting  of  shareholders  and  25  by  the  Bun- 
desrat.    By  a  year  is  to  be  understood  the  period  between 
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the  close  of  one  ordinary  general  meeting  and  the  close  of 
the  following  ordinary  general  meeting. 

Art.  44.  The  members  of  the  bank  council  must  be 
Swiss  citizens  resident  in  Switzerland.  In  its  composi- 
tion regard  should  be  had  not  only  for  the  professional 
element,  but  also  for  commerce,  industry,  and  agriculture. 

Art.  45.  The  choice  of  the  40  members  of  the  bank 
council  takes  place  in  the  following  manner: 

First,  the  Bundesrat  names  the  president  and  the  vice- 
president. 

Next,  the  general  meeting  elects  1 5  members  and  advises 
the  Bundesrat  of  its  choice.  The  Bundesrat  then  pro- 
ceeds to  the  election  of  the  remaining  23  members,  of  whom 
5  at  most  may  belong  to  the  Bundesversammlung  and  5 
at  most  to  the  cantonaJ  governments. 

In  the  choice  of  these  23  members,  special  considera- 
tion should  be  given  to  the  proper  representation  of  the 
principal  centers  of  banking,  industry,  and  commerce. 
The  members  of  the  bank  council  are  not  obliged  to  deposit 
any  shares. 

Art.  46.  The  bank  council  is  charged  with  the  general 
supervision  of  the  course  of  the  business,  and  the  man- 
agement of  the  business,  of  the  National  Bank. 

It  decides  questions  relating  to  all  affairs  of  the  National 
Bank  that  are  not  expressly  referred  by  this  law  to  other 
organs  of  the  bank. 

In  particular,  it  has  the  following  duties: 

(i)  To  elect  5  members  of  the  bank  committee. 

(2)  To  appoint  the  local  committees. 
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(3)  To  submit  to  the  Bundesrat  proposals  (which  are 
not  binding  on  the  latter)  for  the  election  of  the  direk- 
torium  and  the  local  managements. 

(4)  To  examine  and  adopt  definitively  the  regulations, 
business  reports,  and  annual  accounts  drawn  up  by  the 
bank  committee  conjointly  with  the  direktorium  and  to 
be  submitted  to  the  Bundesrat  for  its  approval. 

(5)  To  make  rules  concerning  the  transfer  of  shares 
(art.  9). 

(6)  To  fix  salaries  in  conformity  with  article  64. 

(7)  To  determine  on  and  to  prepare  proposals  to  be 
made  to  the  general  meeting. 

(8)  To  make  all  decisions  concerning  the  conclusion  of 
business  transactions  involving  more  than  5,000,000  francs 
or  the  determination  of  the  credit  limit  of  customers  of 
the  bank  when  this  is  more  than  3,000,000  francs. 

In  the  case  of  business  transactions  or  determinations 
of  credit  limits  involving  a  sum  greater  than  one-fifth  of 
the  bank's  capital,  the  action  of  the  bank  council  requires 
for  its  validity  the  assent  of  at  least  30  members.  The 
same  number  is  necessary  for  every  new  grant  of  credit 
if  the  total  credit  exceeds  the  above  sum. 

In  all  other  cases  an  absolute  majority  of  votes  governs; 
in  case  of  a  tie,  the  chairman  has  the  casting  vote. 

Art.  47.  The  proceedings  of  the  council  of  the  bank  are 
to  be  kept  in  a  record  which,  after  approval,  must  be 
signed  by  the  chairman  and  by  the  recording  secretary. 
The  recording  secretary  is  chosen  by  the  bank  council. 
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Art.  48.  All  orders  and  documents  issued  by  the  bank 
council  must  bear  the  signature  of  the  president  of  the 
council  and  of  a  member  of  the  direktorium. 

Art.  49.  The  members  of  the  bank  council  may  retire 
at  any  time,  but  the  council  must  be  informed  of  their 
intention  three  months  before. 

Vacancies  made  by  the  departure  of  members  of  the 
bank  council  chosen  by  the  general  meeting  are  filled  at 
the  next  following  ordinary  general  meeting.  If  the  num- 
ber of  members  elected  by  the  general  meeting  is,  however, 
reduced  to  12,  an  extraordinary  general  meeting  must  be 
convoked  for  the  purpose  of  filling  the  vacancies. 

When  members  elected  by  the  Bundesrat  are  to  be 
replaced,  that  body  elects  their  successors  as  soon  as 
possible. 

Elections  to  fill  vacancies  are  always  for  the  remainder 
of  the  current  term  of  ofiice. 

The  periodical  renewal  elections  are  to  be  carried  on 
according  to  the  rules  above  laid  down  for  the  formation 
of  the  bank  council. 

Outgoing  members  are  eligible  for  reelection. 

Art.  50.  The  bank  council  meets  at  least  once  per  quar- 
ter, but  it  can  also  be  convoked  for  extraordinary  ses- 
sions by  the  president  or  upon  the  request  of  10  members. 

For  the  validity  of  proceedings  the  presence  of  a  major- 
ity of  the  members  is  necessary. 

If  a  quorum  of  the  members  of  the  bank  council  can 
not  be  brought  together,  the  president  is  authorized  to 
call  in  as  substitutes  members  of  local  committees;  in 
this  case  an  equitable  rotation  must  take  place. 
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(c)   The  bank  committee. 

Art.  51.  A  bank  committee  of  7  members,  elected 
for  a  term  of  office  of  four  years,  in  its  quality  as  delegate 
of  the  bank  council,  exercises  the  detailed  supervision  and 
control  of  the  management  of  the  National  Bank. 

This  committee  is  composed  of  the  president  and  vice- 
president  of  the  bank  council  and  5  other  members  to  be 
named  by  the  bank  council.  One  Canton  can  not  be  rep- 
resented on  the  committee  by  more  than  one  member. 

The  bank  council  further  names  3  substitutes  who  will 
replace  members  prevented  from  attending. 

Meetings  of  the  bank  committees  will  be  held  as  often 
as  may  be  necessary,  and  at  least  once  a  month. 

In  cases  of  business  which  the  president  considers 
especially  urgent,  or,  on  the  other  hand,  of  too  little 
importance  to  justify  the  calling  of  an  extraordinary 
meeting,  votes  may  be  taken  by  means  of  circulars.  All 
decisions  arrived  at  in  this  way  must  be  subjected  to 
discussion  at  the  next  meeting,  and  must  be  embodied  in 
the  record. 

Art.  52.  It  is  the  duty  of  the  bank  committee  to  con- 
sider in  advance  all  business  that  is  to  be  acted  on  by  the 
bank  council.  It  cdoperates  in  an  advisory  capacity  in 
the  fixing  of  the  official  discount  rate  and  of  the  rate  of 
interest  on  loans. 

Business  transactions  or  assessments  of  credit  above 
the  sum  of  1,000,000  francs,  and  which,  according  to 
article  46,  paragraph  8,  need  not  be  referred  to  the  bank 
council  for  action,  must  be  submitted  to  the  bank  com- 
mittee for  its  approval. 
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The  bank  committee  must  submit  to  the  bank  coimcil, 
for  transmission  to  the  Bundesrat,  nonbinding  proposals 
for  the  election  of  the  direktorium  and  of  the  local 
managements. 

The  bank  committee,  on  the  proposal  of  the  direk- 
torium, but  without  being  bound  by  those  proposals, 
appoints  all  ofl&cials  of  the  National  Bank  having  a  salary 
of  over  4,000  francs,  except  those  chosen  by  the  Bundesrat. 
In  the  case  of  officials  of  branch  offices,  the  bank  committee 
must,  before  making  its  choice,  receive  the  proposals 
both  of  the  local  committees  and  the  local  managements 
concerned.  If  the  proposals  of  these  two  bodies  coincide 
with  those  of  the  direktorium,  they  are  binding  on  the 
bank  committee. 

On  the  proposal  of  the  direktorium,  but  without  being 
botmd  thereby,  the  bank  committee  will  grant  powers  of 
attorney — 

(a)  In  the  departments  of  the  direktorium. 

(6)  In  the  branch  offices,  after  having  taken  the  advice 
of  the  local  committees  and  the  local  managements  con- 
cerned. * 

{d)   The  local  committees. 

Art.  53.  Supervision  of  the  branch  offices  is  exercised 
by  the  local  committees.  These  committees  consist,  ac- 
cording to  the  importance  of  the  place,  of  3  to  4  members, 
named  by  the  bank  council  for  a  term  of  four  years,  and 
chosen,  by  preference,  from  among  the  principal  merchants 
and  manufacturers  of  the  place  and  its  neighborhood. 

The  local  committees  have  a  consulting  voice  in  the  ap- 
pointment of  the  local  managements.     When  officials  of 
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their  branch  office  with  a  salary  above  4,000  francs  are 
to  be  chosen,  they  must  send  in  proposals  to  the  bank 
committee,  which  proposals,  however,  are  not  binding. 

Members  of  the  bank  cotmcil  residing  in  the  place  where 
a  branch  is  located  are  eligible  as  members  of  the  local 
committee. 

The  bank  committee  selects  from  among  the  members 
of  the  local  committee  the  chairman  of  this  committee 
and  his  substitute. 

The  local  committees  meet  as  often  as  necessary;  they 
are  competent  to  act  when  an  absolute  majority  of  the 
members  are  present. 

(e)  The  audit  commission. 

Art.  54.  The  general  meeting,  at  its  ordinary  session 
each  year,  elects  the  audit  commission  for  the  following 
year.  This  commission  consists  of  3  members  and  3  sub- 
stitutes. Persons  who  are  not  shareholders  are  eligible 
as  well  as  shareholders.  The  audit  commission  must  ex- 
amine the  yearly  accounts  and  the  balance  sheet  and  must 
make  a  written  report  to  the  general  meeting  respecting 
the  state  of  the  accounts. 

This  report  must  always  be  also  communicated  to  the 
Bundesrat. 

The  audit  commission  has  the  right  at  all  times  to 
examine  the  entire  business  working  of  the  National 
Bank,  observing,  however,  the  prescriptions  contained  in 

article  61. 

(/ )   The  direktorium. 

Art.  55.  The  direktorium  is  the  authority  charged  with 
the  actual  management  and  execution  of  the  business  of 
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the  bank;  under  reserve  of  articles  46  and  52  of  this  act, 
and  subject  to  the  rules  and  regulations,  it  takes  all 
measures  necessary  for  the  fulfillment  of  the  functions  and 
purposes  of  the  National  Bank.  In  particular,  after  ob- 
taining the  opinion  of  the  bank  committee  and  the  views 
of  the  managers  of  the  principal  branches,  it  fixes  the 
official  rate  of  discount  and  the  rate  of  interest  on  loans. 

The  direktorium  chooses  the  officials  and  employees  of 
the  central  administration,  so  far  as  these  have  not  to  be 
chosen  by  the  Bundesrat  or  the  bank  committee. 

The  direktorium  represents  the  Swiss  National  Bank 
in  reference  to  outside  parties;  it  is  the  authority  placed 
immediately  over  all  the  officials  and  employees  of  the 
central  administration,  as  well  as  over  the  local  manage- 
ments. 

Art.  56.  The  direktoriiun  is  composed  of  3  members, 
of  whom  2  reside  at  Zurich  and  i  at  Berne. 

The  members  of  the  direktorium  are  appointed  by  the 
Bundesrat  on  the  (nonbinding)  proposal  of  the  bank 
council,  for  a  period  of  six  years. 

The  Bundesrat  chooses  from  among  the  members  of  the 
direktorium  the  president  and  vice-president  thereof. 

The  business  is  divided  among  3  departments;  the  de- 
partment of  discount  and  deposit  business  and  the  depart- 
ment of  control  have  their  seat  at  Zurich;  the  department 
for  the  issue  of  notes,,  for  the  management  of  the  cash 
holdings,  and  for  the  transaction  of  business  with  the 
federal  administration  and  the  federal  railways,  has  its 
seat  at  Berne. 
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In  the  administration  of  their  respective  departments, 
the  several  members  of  the  direktorium  must  carry  out 
the  decisions  and  instructions  of  the  direktorium. 

More  detailed  directions  for  the  separation  of  business 
contemplated  in  this  article  will  be  laid  down  in  an 
order  of  the  Bundesrat,  subject  to  the  approval  of  the 
Bundesversammlung. 

{g)  The  local  managements  (lokaldirektionen) . 

Art.  57.  The  local  managements  consist  of  one  mana- 
ger (direktor)  and  one  submanager,  appointed  by  the 
Bundesrat  for  a  term  of  six  years,  on  the  (nonbinding) 
proposal  of  the  bank  council,  and  after  consultation  with 
the  local  committees  concerned.  They  are  charged  with 
the  responsible  management  and  the  business  conduct  of 
the  branch  offices  of  the  bank,  pursuant  to  the  instruc- 
tions of  the  direktorium  and  in  accordance  with  the  rules. 

The  local  managements  appoint  the  officials  and  em- 
ployees of  the  branch  offices,  so  far  as  these  appointments 
are  not  made  by  the  bank  committee.  All  the  officials 
and  employees  of  the  branch  offices  are  placed  under  the 
direct  orders  of  the  local  managements. 

2.    GENERAL  PROVISIONS. 

Art.  58.  The  members  ,of  the  local  committees,  of  the 
audit  commission,  of  the  direktorium,  and  of  the  local 
managements  must  be  Swiss  citizens  domiciled  in 
Switzerland. 

Art.  59.  Members  of  the  Bundesversammlung,  of  the 
cantonal  governments,  or  of  the  bank  council  can  not 
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belong  either  to  the  direktorium  or  to  the  local  manage- 
ments. 

Art.  6o.  For  a  binding  signature  in  the  name  of  the 
National  Bank  the  joint  signature  of  two  persons  duly 
authorized  to  make  the  signature  is  requisite.  Particu- 
lars on  this  point,  within  the  requirements  of  article  52, 
paragraph  5,  will  be  laid  down  by  regulation. 

Art.  61.  All  the  members  of  the  bank  authorities 
as  well  as  all  officials  and  employees  of  the  National  Bank 
are  bound  to  strict  secrecy  as  to  the  business  relations 
between  the  bank  and  its  customers. 

Art.  62.  All  officials  and  employees  of  the  National 
Bank  with  fixed  salaries  have  the  quality  of  federal  offi- 
cials and  are  subject  as  such  to  the  federal  legislation  con- 
cerning the  responsibility  of  federal  authorities  and  officials. 

The  members  of  the  direktorium  and  of  the  local  manage- 
ments, as  well  as  all  other  officials  and  employees,  can  be 
dismissed  by  order  of  the  authority  that  appointed  them, 
the  cause  of  dismissal  being  stated. 

Art.  63.  Rules  and  regulations  proposed  by  the  bank 
council  and  approved  by  the  Bundesrat  will  fix  the  powers 
of  the  bank  authorities  and  their  relations  to  one  another, 
establish  the  minima  and  maxima  of  salaries,  and  govern 
the  conduct  of  business  in  general. 

The  determination  of  the  minima  and  maxima  of  sala- 
ries requires  the  approval  of  the  Bundesversammlung. 

Art.  64.  Within  the  maximum  and  minimum  limits 
named  in  the  rules,  the  salaries  of  all  officials  of  the  Na- 
tional Bank  are  fixed  by  the  bank  council,  on  the  (non- 
binding)   proposal  of  the  bank  committee  and  of  the 

direktorium. 
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The  payment  of  commissions  {tantiemes)  is  not  allowed 
in  any  case. 

VI.   Cooperation  and  Supervision  op  the  Confedera- 
tion, IN  THE  Management  of  the  Bank. 

Art.  65.  The  cooperation  and  supervision  in  the  man- 
agement of  the  National  Bank  assigned  to  the  Confedera- 
tion by  article  39  of  the  federal  constitution  is  effected — 

(i)  By  its  representation  (chosen  by  the  Bundesrat)  in 
the  authorities  of  the  bank. 

(2)  By  the  election  of  the  direktorium  and  of  the  local 
managements. 

(3)  By  the  approval,  reserved  to  the  Bundesrat,  of 
the  rules  and  regulations,  the  report  of  business,  and  the 
annual  accounts. 

(4)  By  the  report  of  the  Bundesrat  to  the  Bundes- 
versammlung. 

(5)  By  the  special  organs  subordinate  to  the  Federal 
Department  of  Finance,  whose  appointment  is  reserved 
exclusively  to  the  Bundesrat  and  whose  functions  are  de- 
termined by  the  law  respecting  the  organization  of  the 
Federal  Department  of  Finance. 

VII.  Penai^  Provisions. 

Art.  66.  Any  person  who  makes  counterfeit  bank  notes 
with  the  intention  of  using  them  as  genuine  ones,  will 
be  punished  by  imprisonment  in  the  penitentiary  for  a 
period  not  exceeding  twenty  years. 

Art.  67.  Any  person  who  alters  the  face  value  of  a 
genuine  bank  note  to  a  higher  value,  with  the  intention 
of  putting  the  note  into  circulation  at  that  higher  value, 
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will  be  punished  by  imprisonment  in  the  penitentiary  for 
not  more  than  five  years  or  by  imprisonment  in  jail  for 
not  less  than  six  months. 

Art.  68.  Any  person  who  knowingly  puts  counterfeit 
or  altered  bank  notes  into  circulation  as  genuine  ones  will 
be  punished  by  imprisonment  in  the  penitentiary  for  not 
more  than  three  years. 

Any  person  who  has  received  counterfeit  or  altered 
bank  notes  as  genuine,  and,  after  discovering  their  spu- 
riousness,  puts  them  again  into  circulation,  will  be  pun- 
ished by  imprisonment  in  jail  for  not  more  than  one 
year  or  by  a  fine  not  exceeding  5,000  francs. 

Art.  69.  Any  person  who  makes  or  procures  for  him- 
self engravings,  plates,  blocks  or  other  forms,  with  the 
object  of  counterfeiting  or  altering  bank  notes,  will  be 
punished  by  imprisonment  in  the  penitentiary  for  not 
more  than  five  years  or  by  imprisonment  in  jail  for  not 
less  than  six  months. 

Art.  70.  Any  person  who  makes  or  circulates,  as  ad- 
vertisements or  as  mere  jokes,  printed  matter  or  pictures 
resembling  bank  notes  will  be  punished  by  imprisonment 
in  jail  for  not  more  than  three  months  or  by  a  fine  of 
not  more  than  500  francs. 

Art.  71.  Cotmterfeit  or  altered  bank  notes  must  be 
destroyed,  and  likewise  the  engravings,  plates,  blocks,  or 
other  forms  used  or  intended  for  their  production. 

Art.  72.  Any  person  who,  contrary  to  the  revised  arti- 
cle 39  of  the  federal  constitution,  issues  bank  notes  or 
other  similar  money  representatives  will  be  punished  by 
imprisonment  in  jail  for  not  more  than  one  year  or  by 


230 


The      Swiss      Banking      Law 

a  fine  of  five  times  the  face  value  of  the  unauthorized 
notes,  but  in  any  case  not  less  than  5,000  francs. 

Art.  73.  The  provisions  of  articles  66  to  72  are  also 
applicable  in  reference  to  gold  and  silver  certificates. 
(Art.  15,  No.  9.) 

Art.  74.  The  penalties  set  down  in  articles  66  to  73  of 
this  act  are  also  applicable  to  acts  performed  in  foreign 
territory.  Moreover,  the  general  terms  of  the  federal 
penal  code  are  applicable. 

The  trial  of  penal  cases  .falls  under  the  federal  system 
of  criminal  justice. 

viii.  dtjration  of  the  privilege  op  the  national 

Bank. 

Art.  75.  The  duration  of  the  privilege  of  the  National 
Bank  for  the  issue  of  bank  notes  is  fixed  at  twenty  years, 
beginning  with  the  day  of  the  opening  of  the  bank. 

Art.  76.  The  decision  as  to  the  renewal  or  nonrenewal 
of  the  privilege  of  the  National  Bank,  as  well  as  the  pos- 
sible taking  over  of  the  bank  by  the  Confederation,  is 
made  by  way  of  federal  legislation. 

In  case  the  Confederation  desires  to  renew  the  privilege, 
the  duration  of  the  renewed  privilege  shall,  each  time,  be 
ten  years. 

In  case  the  Confederation  does  not  desire  to  renew  the 
privilege,  it  reserves  to  itself  the  right  of  taking  over  the 
whole  business  of  the  National  Bank  with  all  assets  and 
liabilities,  after  having  previously  given  one  year's  notice, 
on  the  basis  of  a  balance  sheet  made  up  by  mutual  con- 
sent or,  in  case  of  disagreement,  by  judgment  of  the 

federal  court. 
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If  the  general  meeting  decides  on  the  liquidation  of  the 
company  (art.  41,  No.  6)  the  Confederation  can  take  over 
the  National  Bank  in  the  same  manner. 

Art.  77.  In  case  of  the  transfer  of  the  National  Bank 
to  the  Confederation  the  shares  are  repaid  at  their  nomi- 
nal value,  together  with  4  per  cent  interest  during  the 
time  of  liquidation. 

The  surplus,  so  far  as  it  is  not  required  for  covering 
losses,  is  divided  as  follows:  One-third  to  the  Confedera- 
tion, to  be  paid  to  the  new  note-bank;  one-third  to  the 
Cantons  in  proportion  to  their  population;  one- third  to 
the  shareholders. 

Any  remaining  excess  of  assets  goes  over  to  the  new 
note-bank  of  the  Confederation  as  its  property. 

IX.  SBTTI.BMBNT   OF   LAWSUITS. 

Art.  78.  The  federal  court  tries,  as  the  only  court  of 
judicature:  (a)  All  private  lawsuits  arising  out  of  the 
issue  of  bank  notes;  (6)  disputes  between  the  Confedera- 
tion,, the  Cantons,  and  other  owners  of  shares  of  the 
National  Bank  among  themselves  or  with  the  National 
Bank  in  reference  to  the  net  profits  or  the  proceeds  of 
the  liquidation;  (c)  disputes  concerning  the  drawing  up 
of  the  balance  sheet  in  the  event  of  the  National  Bank 
being  taken  over  by  the  Confederation.     (Art.  76,  No.  3.) 

All  other  lawsuits  against  the  National  Bank  are  tried 
in  the  ordinary  way. 

X.  Transitional  Dispositions. 

Art.  79.  After  this  act  has  gone  into  force,  the  Bundes- 
rat  will  ask  the  Cantons  and  the  banks  of  issue  to  state  to 
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what  extent  they  desire  to  participate  in  providing  the 
capital  of  the  National  Bank,  according  to  article  6. 

The  Bundesrat  will  fix  the  time  for  subscription  for 
the  two-fifths  of  the  capital  reserved  for  private  indi- 
viduals. 

Art.  8o.  After  the  capital  has  been  subscribed,  the 
Bundesrat  elects  the  president  and  vice-president  of  the 
bank  council,  according  to  article  45. 

When  the  first  installment  of  the  capital  has  been  paid, 
the  shareholders  will  be  convoked  by  the  Federal  Finance 
Department  to  a  constituent  general  meeting,  which  will 
be  presided  over  by  the  chief  of  that  department  as  the 
representative  of  the  Bundesrat  and  which  will  choose  15 
members  of  the  bank  council,  as  provided  in  articles  41 , 
43,  and  45  of  this  act. 

Art.  81.  As  soon  as  the  Bundesrat  on  its  part  has  com- 
pleted the  bank  council  by  electing  23  other  members, 
making  the  prescribed  total  of  40  members,  the  bank  coun- 
cil will  be  called  together  for  the  pm-pose  of  appointing 
the  bank  committee. 

Art.  82.  The  bank  committee  will  take  up  its  functions 
immediately,  so  far  as  this  is  possible.  In  particular,  it 
must  submit  to  the  Bundesrat,  with  the  least  possible 
delay,  proposals  for  the  election  of  the  members  of  the 
direktorium. 

Art.  83.  After  at  least  two  members  of  the  direktorium 
have  been  chosen,  the  bank  council  must,  on  the  basis  of 
proposals  made  by  the  direktorium,  and  reported  on  by 
the  bank  committee,  take  all  the  measures  necessary  for 
the  further  organization  of  the  bank  and  for  its  opening 
for  business. 
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With  the  exception  of  the  first  installment  called  for 
by  the  Bundesrat,  all  further  payments  on  the  shares 
subscribed  for  will  be  called  for  by  the  bank  council, 
the  approval  of  the  Bundesrat  having  previously  been 
obtained. 

The  expenses  incurred  during  the  period  of  organiza- 
tion will  be  advanced  by  the  Confederation,  to  be  refunded 
afterwards. 

Art.  84.  As  soon  as  it  is  entered  in  the  commercial 
register  (Handelsregister) ,  the  National  Bank  will  be  con- 
sidered established.  Its  operations  can  begin  as  soon  as 
(i)  half  of  the  capital  is  paid  in;  (2)  the  central  adminis- 
tration and  branch  ofi&ces  at  not  less  than  4  Swiss  banking 
centers  have  been  organized. 

The  other  appointments  contemplated  in  this  act,  of 
supervisory  authorities,  officials,  and  employees,  are  also 
to  be  made  at  this  time. 

The  first  term  of  office  of  the  supervisory  authorities, 
officials,  and  employees  already  appointed,  and  also  of  the 
other  organs  of  the  National  Bank,  begins  at  this  time. 

Art.  85.  From  the  day  on  which  this  act  goes  into 
force,  the  Bimdesrat  is  authorized  to  refuse  any  demand 
for  new  issues,  or  increase  of  existing  issues,  of  bank  notes, 
on  the  basis  of  the  bank  note  act  of  March  8,  1881. 

Art.  86.  The  withdrawal  of  the  notes  of  the  banks  of 
issue  hitherto  existing  must  be  effected  in  a  period  of  not 
more  than  three  years  from  the  day  of  the  opening  of 
the  National  Bank  for  business,  in  the  following  manner: 
Every  bank  of  issue  is  obUged  to  deliver  for  destruction 
at  the  end  of  each  quarter,  bank  notes  equal  to  at  least 
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one-twelfth  of  the  nominal  amount  of  its  actual  (effektiv) 
note  issue  in  circulation  on  the  day  of  the  opening  of  the 
National  Bank;  or,  if  a  less  amount  is  sent  in,  to  make 
up  the  deficiency  in  cash. 

However,  if  the  amount  of  notes  delivered  by  a  bank 
of  issue  in  the  course  of  a  quarter  exceeds  one-twelfth, 
the  excess  will  be  carried  forward  to  the  next  quarter's 
account. 

The  notes  to  be  destroyed  will  be  sent  to  the  control 
authorities  instituted  by  the  Confederation  and  the  cash 
to  the  National  Bank. 

The  National  Bank  will  facilitate,  as  much  as  possible, 
the  liquidation  of  the  bank  note  business  of  the  existing 
banks  of  issue,  and  the  withdrawal  of  their  notes,  by 
granting  advances  on  securities  in  accordance  with  article 
15,  No.  4. 

Art.  87.  On  the  date  fixed  for  the  last  delivery,  each 
bank  of  issue  must  send  in  to  the  National  Bank  an  item- 
ized list  of  its  notes  which  are  still  in  circulation.  The 
National  Bank  undertakes,  for  itself  and  its  possible 
legal  successors,  to  redeem  such  notes  during  a  period 
of  thirty  years  from  the  above  date.  Upon  the  expiration 
of  this  time  the  equivalent  of  the  notes  that  have  not 
been  presented  for  redemption  will  go  to  the  federal 
invalid  fund. 

In  the  case  of  any  bank  that  delivers  the  equivalent  in 
cash  of  its  outstanding  notes  before  the  expiration  of  the 
full  period,  the  National  Bank  unconditionally  under- 
takes the  redemption  of  its  notes  from  the  day  on  which 
such  delivery  is  made. 
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Art.  88.  So  far  as  these  transitional  provisions  do  not 
necessitate  modifications  of  the  federal  act  of  March  8, 
1 88 1,  on  the  issue  and  redemption  of  bank  notes,  that 
act  and  the  rules  and  regulations  made  in  pursuance  of 
its  requirements  continue  effective  as  to  the  control 
authority  and  the  hitherto  existing  banks  of  issue,  until 
these  latter  have  freed  themselves  of  all  their  obligations 
to  the  note  holders. 

Art.  89.  During  the  period  fixed  for  the  withdrawal  of 
the  notes,  the  National  Bank  and  all  its  branch  offices  will 
accept  in  payment  the  notes  of  banks  of  issue  and  will  pro- 
vide for  their  redemption  within  three  days  free  of  cost,  so 
long  as  these  banks  of  issue  pimctually  redeem  their  own 
notes  and  reciprocate  with  the  National  Bank. 

Art.  90.  It  is  the  duty  of  the  Bundesrat,  in  ptu-suance 
of  the  provisions  of  the  federal  law  of  Jime  17,  1874,  con- 
cerning the  taking  of  the  popular  vote  on  federal  laws 
and  resolutions,  to  promulgate  this  law  and  to  fix  the 
date  of  its  going  into  effect. 

So  resolved  by  the  Standerat,  Berne,  the  6th  of  Octo- 
ber, 1905. 

The  President : 

E.  ISLER. 
The  Secretary: 

SCHATZMANN. 

So  resolved  by  the  Nationalrat,  Berne,  the  6th  of  Octo- 
ber, 1905. 

The  President: 

SCHOBINGER. 

The  Secretary : 

RiNGlER. 
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The  Bundesrat  resolves : 

The  above  federal  law  shall  be  made  public. 

Berne,  the  7th  of  October,  1905. 

In  the  name  of  the  Swiss  Btmdesrat : 

The  President  of  the  Confederation : 

RUCHET. 

The  Chancellor  of  the  Confederation : 

RiNGIER. 

Date  of  publication:  The  nth  of  October,  1905. 
Expiration  of  referendum  period:  The  9th  of  January, 
1906. 
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THE  NEW  SWISS  CENTRAI.  NOTE  BANK. 
By  Dr.  Alexander  Erd^ly. 

[Translation.] 

The  establishment  of  a  central  note-issuing  bank  has 
occupied  Swiss  public  opinion  for  the  last  twenty-five 
years.  Three  bills  had  been  submitted  before  the  Fed- 
eral Council  was  able  to  sanction  the  law  passed  by  the 
Federal  Assembly  on  January  i6,  1906.  The  chief  ob- 
stacles which  had  to  be  surmounted  existed  in  the  pecun- 
iary interest  which  the  Cantons  had  in  the  continuation 
of  a  state  of  decentralization  as  well  as  in  the  choice  of 
the  central  seat  for  the  new  institution  and  in  the  decision 
as  to  the  system  to  be  adopted.  The  Cantons  were  in- 
demnified in  a  manner  satisfactory  to  them;  with  regard 
to  the  seat,  a  compromise  was  concluded,  and  as  to  or- 
ganization, an  agreement  was  ultimately  arrived  at  which 
provided  that  the  new  bank  should  combine  the  character 
of  a  private  banking  institution  with  that  of  a  state  bank. 

The  authorized  capital  of  the  bank  is  50,000,000  francs, 
divided  into  100,000  registered  "shares  of  500  francs  each, 
on  which  so  far  50  per  cent,  say,  25,000,000  francs,  has 
been  paid  up.  No  minimum  dividend  is  guaranteed;  on 
the  other  hand,  the  dividend  is  limited  to  a  maximum  of 
4  per  cent.  But  in  spite  of  this  and  other  limitations,  the 
subscription  to  the  capital  was  secured  without  difliculty. 
A  syndicate  comprising  several  cantonal  banks  offered  to 
advance  to  the  Cantons,  at  the  rate  of  4  per  cent  per 
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annum  and  free  of  commission  or  any  other  charge  what- 
ever, the  moneys  necessary  for  the  call  of  the  first  50  per 
cent,  of  which  offer,  however,  the  Cantons  did  not  avail 
themselves.  The  Cantons,  together  with  the  then  issuing 
banks,  took  over  the  quota  of  three-fifths  of  the  capital, 
say,  30,000,000  francs,  reserved  to  them  by  the  new  act; 
the  remaining  20,000,000  francs  were  offered  for  public 
subscription,  and,  notwithstanding  the  fact  that  only  sub- 
scriptions from  Swiss  citizens  or  firms  domiciled  in 
Switzerland  were  accepted,  the  issue  was  three  times 
oversubscribed. 

The  Swiss  National  Bank  is  purely  a  note-issuing, 
transfer,  and  discount  bank.  Its  note  issue  is  not  lim- 
ited, neither  is  there  a  tax  levied  on  it;  but  the  federal 
act  explicitly  confers  upon  the  National  Bank  the  right 
of  issuing  notes  according  to  actual  needs.  The  only  re- 
striction imposed  upon  the  bank  is  that  a  minimum  of 
40  per  cent  metallic  cover  against  the  notes  must  be 
maintained.  This  metaUic  cover  must  consist  either  of 
bar  gold,  foreign  gold  coin,  or  Swiss  legal  tender.  The 
last  mentioned  may  be  either  in  gold  or  silver,  and  the 
National  Bank  is  compelled  to  redeem  its  notes  at  any 
time  in  legal  tender.  The  notes  have  not  been  declared 
legal  tender;  only  the  bank  itself  and  the  public  offices 
are  obliged  to  accept  them  in  payment. 

The  36  note-issuing  banks  which  previously  existed  in 
Switzerland,  with  a  capital  of  about  250,000,000  francs 
and  a  note  issue  of  the  same  amount,  have  to  liquidate 
this  branch  of  their  business  within  three  years  from  the 
day  of  the  commencing  of  operations  of  the  National 
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Bank— i.  e.,  froxti  June  20,  1907.  The  previously  existing 
banks  of  issue  had  the  right  to  issue  notes  only  up  to 
double  the  amount  of  their  own  capital,  and  the  cover 
for  the  notes  could  consist  of  metal,  bills,  securities,  or 
cantonal  guaranties,  so  that  the  newly  created  state  of 
things  constitutes  a  distinct  improvement  on  the  pre- 
vious one.  The  Swiss  National  Bank  has  already  been 
able  to  show  results  during  the  first  period  of  its  exist- 
ence, as  eleven  issuing  banks  have  renounced  their  right 
of  issue,  so  that  their  note  circulation,  amounting  to 
91,750,000  francs,  has  fallen  to  the  National  Bank.  The 
right'  was  renounced  by  all  those  banks  which  used  to 
cover  with  bills  of  exchange  that  portion  of  their  notes 
not  covered  by  nifetal,  and  nearly  all  those  which  covered 
a  portion  by  securities,  so  that  at  present,  with  two 
exceptions,  only  banks  with  cantonal  guaranty  are  still 
issuing  notes. 

The  weekly  returns  give  an  idea  as  to  how  the  Bank 
has  so  far  developed.  The  first  statement,  issued  June 
30,  1907,  shows  the  following  movement  compared  with 
that  of  December  31,  1907,  and  October  31,  1908: 

ASSETS. 


June  30,  1907. 


Dec.  31,  1907. 


Oct.  31,  1908. 


Cash: 

Gold - 

Silver 

Notes  of  other  banks 

Bills  receivable 

Bills  with  collateral  security. 

Securities -- -- 

Other  assets 


Francs. 
31,036,  290 

4,745.395 

7.893.300 
40,959,812 

1,813,238 


16,457,050 


Francs. 

75.483. 429 

5,860,620 

z,  486, 000 

'05,553.205 

2.715.725 
3,8x1,0x2 
18,868,40a 


102, 895,086 


214.778,392 


Francs. 

116,478,  471 

8.791.905 

3.653.96s 

77.167.934 

6,818,301 

8,606, 542 

14.522,368 


236.039.486 
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LIABILITIES. 

June  30,  1907. 

Dec.  31,  1907, 

Oct.  31,  1908. 

Francs. 
25,000,000 
57.646.550 
19.398.244 
850, 291 

Francs. 

25,000, 000 

rS9, 220,050 

26,753,447 

3,804,894 

Frarics. 
25, 000,000 
179.327.300 
20,875.785 
X0.836, 401 

Short-time  liabilities _ 

Other  liabilities. 

103, 895, 086 

214.778,392 

236.039.486 

The  cash  assets  of  the  whole  of  the  Swiss  issuing  banks 
amounted  in  1906  to  from  110,000,000  to  120,000,000 
francs  in  gold  and  10,000,000  francs  in  silver,  a  total 
already  exceeded  by  the  new  note  bank,  whereas  its  note 
circulation  does  not  nearly  equal  that  of  the  old  issuing 
banks  in  the  year  1906.  The  proportion  of  the  cash 
reserves  to  the  amount  of  the  effective  circulation  of  the 
old  issuing  banks  used  to  vary  between  51  and  61  per 
cent;  for  the  new  note  bank  the  proportion  averaged  for 
the  year  1907  66.26  per  cent,  while  the  maximum  was 
80.38  per  cent,  in  July,  and  at  the  end  of  December  the 
proportion  was  about  51  per  cent.  This  year,  in  the 
month  of  February,  the  metallic  cover  worked  out  at  72^ 
per  cent  of  the  circulation;  on  August  23,  1908,  the  notes 
were  covered  as  to  91.17  per  cent  by  metal,  and  even 
during  the  great  stringency  in  October,  1908,  the  metallic 
cover  amounted  to  69.86  per  cent.  The  Bank's  metallic 
reserve,  which  at  first  was  about  36,000,000  francs,  has 
already  reached  the  considerable  sum  of  125,000,000  francs. 

The  development  of  the  relations  between  the  National 
Bank  and  the  older  issuing  banks,  and  the  influence  which 
the  National  .Bank  exercised  upon  the  whole  character  of 
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the  Swiss  note  circulation,  may  be  gathered  from  the  fol- 
lowing table: 

I.   NOTE  CIRCULATION. 


Swiss  National 
Bank. 


Older  issuing 
banks. 


Total, 


Francs. 


June  30,  1906 

December  31,  1906  _. 

June  30,  1907 

December  31,  1907.. 

June  30,  1908 

September  30,  190S- 


57,646,000 
159, 220, 000 
146, 278, 000 
165, 800, 000 


Francs. 

235.512.000 
242, 469,  000 
190,041.000 
129,  on,  000 
99, 640, 000 
86. Z96. 000 


Francs. 
23s. 5 1  a. 000 
342, 469,000 
247, 687, 000 
2S8,  231,000 
Z4S>  918,000 
251, 996.000 


II.  METALLIC  RESERVE. 


June  30,  1906 

December  31,  1906-. 

June  30,  1907- 

December  31,  1907-- 

June  30,  1 908 

September  30.  1908- 


Francs. 


35. 772.000 

81,344,000 

98, 769, 000 

125, 507, 000 


Francs, 

1x6, 400, 000 
117, 656, 000 
88",  850,  000 
59.420.000 
45, 694, 000 
39, 781, 000 


Francs. 
116,400,000 
117. 656, 000 
134, 622,000 
140, 764.000 
144.463,000 
165, 288.000 


III.  UNCOVERED   NOTE   CIRCULATION. 


June  30,  1906 

December  31,  1906. . 

June  30,  1907 

December  31,  1907  _. 

June  30.  1908 

September  30,  i9o8_ 


Francs. 


21, 87s, 000 
77.876,000 
47.  509,000 
40, 293, 000 


Francs 

119 

Z12 

000 

124 

813 

000 

JOl 

191 

000 

69 

S90 

000 

S3 

946 

000 

46 

415 

000 

Fra-ncs , 
119, 1x2. 000 
124, 8x3,000 

X23, 066,  GOO 

147, 466, 000 

101,455,000 

86, 708,  000 


In  consequence  of  the  Bank  having  fully  lived  up  to  its 
real  mission,  especially  by  its  discounting  bills  exclu- 
sively at  the  bank  rate  and  its  refusal  of  finance  bills, 
its  rate  of  discount,  even  during  the  crisis,  did  not  rise 
very  high,  as  compared  with  the  rates  of  other  countries, 
and  only  toward  the  middle  of  November,  1907,  was  it 
raised  from  5  to  5K  per  cent,  when  a  bank  rate  of  7  per 
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cent  in  London  and  of  7>^  per  cent  in  Berlin  was  ruling. 
The  effect  of  the  discount  policy  of  the  National  Bank  in 
the  year  1907  appears  from  the  following  table: 

The  yearly  average  of  the  official  rate  of  discount  was: 


1906. 


In  Bngland 

In  Belgium 

In  Switzerland 

As  against  England 
As  against  Belgium 


Per  cent. 
4.  26 
3.84 
4.78 


Per  cent 
4.92 
4-94 
4-93 


+0.52 
+0.94 


+0.  or 
—  o.  01 


Thus  Switzerland  not  only  managed  to  get  through  the 
bad  winter  of  1907  with  a  comparatively  moderate  rate 
of  discount;  it  was  also  able  to  immediately  enjoy  the 
monetary  relaxation  which  made  itself  felt  in  the  new 
year.  On  January  16,  1908,  the  rate  of  discount  was 
lowered  from  5^^  per  cent  to  5  per  cent;  on  February  2, 
from  5  per  cent  to  4  per  cent,  and  on  March  19,  from 
4  per  cent  to  2,/4  per  cent. 

Since  March  19,  1908  (the  date  of  writing  this  article), 
no  further  altieration  has  taken  place. 

On  repeated  occasions  leading  officials  of  the  Swiss 
National  Bank  have  declared  that  a  proper  discount 
policy  should  not  only  consist  in  securing  low  rates  of 
interest  for  the  country,  but  also  in  keeping  interest  rates 
as  stable  as  possible.  It  is  hoped  that  the  rate  of  sXper 
cent  can  be  kept  in  force  until  the  end  of  the  year  (1908). 

The  high  rate  of  exchange  on  Paris,  however,  could 
only  temporarily  be  lowered,  as,  owing  to  the  active 
business  intercourse  existing  with  France  and  Germany, 
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Switzerland  was  not  able  to  protec±  itself  against  the 
influence  of  dear  money  prevailing  in  those  countries. 
Especially  bills  on  Paris  are  greatly  in  demand,  although 
the  practice  of  settling  internatioiial  and  even  over-sea 
debts  by  acceptances  payable  in  Paris,  which  obtained 
even  up  to  ten  years  ago,  is  now  no  longer  adhered  to. 
Part  of  the  acceptances  which  used  to  be  domiciled  in 
Paris  are  now  covered  directly  via  London,  Hamburg, 
Amsterdam,  etc.  The  high  rate  ruling  on  Paris  is  due  to 
the  fact  that  a  considerable  portion  of  the  federal,  as  Well 
as  of  the  numerous  cantonal  loans,  has  been  placed  in 
France,  so  that  large  credit  balances  have  continuously 
to  be  kept  up  in  Paris  for  the  coupon  payments.  The 
amount  of  the  Swiss  indebtedness  to  France  to-day  may  • 
be  estimated  at  one  and  a  quarter  billion  francs  at  least, 
which  includes  French  participations  in  Swiss  enterprises 
and  French  ownership  of  real  estate  in  Switzerland. 
The  monthly  average  of  the  rate  of  exchange  on  Paris 


was: 


January 

February.- 

March 

April 

May 

June 

July 

Au^st 

September. 

October 

November. 
December. . 


J 


igo6. 

1907. 

loo. 22S 

100. 188 

100. 281 

100. 030 

100. 22s 

100. 028 

100. 20s 

100. 156 

100. 015 

100. iss 

99- Oil 

100.047 

&0.886 

99- 997 

0Q.QOO 

100. 022 

QQ. 965 

100. 071 

99-984 

MO.  143 

99- 933 

100.352 

100. 015 

100,371 

1908. 


100. 234 
100. 133 
100. 094 
100. 175 
100. 13s 

TOO. 000 

99-912 

99. Q22 

100. 077 
100. 071 


In  general,  however,  the  state  of  the  exchange  on  one 
foreign  country  only  can  not  be  accepted  as  a  criterion 
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for  the  exchanges  on  the  whole.  If  the  average  condition 
of  all  foreign  exchaaiges  of  importance  for  Switzerland 
(on  France,  England,  Italy,  Germany,  Belgium,  'Holland, 
Austria-Hungary)  is  taken  as  a  basis,  then  the  exchanges 
in  Switzerland  are  continually  at  a  premium.  Thus  the 
state  of  the  Swiss  money  value  was : 

[Per  thousand  ftancs.] 

1908. 


January.. 
February  _ 

Uaireh 

April 

May 

June 

July 

August — 
September 
October — 
November. 
December. 


X906. 

1907. 

+  0.  9 

+  0.01 

+  O.S 

+0.8 

+O.S 

+  0.  z 

+  2.0 

Par. 

+  3.3 

+  1.2 

+3.1 

+  2.3 

+3.7 

t2.0 

+  2.7 

+  1.8 

+  1.6 

+  1.6 

+  1-5 

+  1.0 

+  1.8 

—  I.  I 

+  0.8 

-0.9 

Par. 

+O.S 
+0.  09 

+  !..- 

+  1-3 
+  2.4 
+  2.6 
+  2.0 
+  I.U 
+  1.9 


It  follows  that  except  during  the  most  acute  stage  of 
the  crisis  in  November  and  December,  1907,  the  Swiss  ex- 
changes were  continually  at  or  above  par. 

On  November  11  the  situation  was  the  following: 

Bid  price  of  foreign  exchanges. 


On  Paris 

London — 

Italy 

Germany. 
Belgium . . 
Holland  .  . 
Austria — 
New  York 


Bid  price  on 

Nov.  ir, 
1908. 


ICTO.  00 

25.  10 

99.88 
122.  72J4 

99- 63 
20^.  28 
I04- 7334 
S.16 


Legal  parity. 


zoo. 00 

IS- 2215 
zoo. 00 
Z23.457 
zoo.  00 
208.3193 
zefe.  oz 
S.  Z82 
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Therefore  only  exchanges  on  Paris  are  at  par,  whereas 
those  on  all  the  other  countries  are  to  be  had  below  par, 
and  even  at  a  very  considerable  discount  in  favor  of  Swit- 
zerland. 

The  influence  of  the  Swiss  National  Bank  will  show 
itself  fully  only  from  the  moment  when  it  will  have  ab- 
sorbed all  the  remaining  issuing  banks.  It  would  be  of  in- 
terest to  hear  what  has  now  become  of  the  practice  of  export- 
ing 5-franc  pieces  across  the  borders  of  Switzerland,  which 
was  carried  on  by  unscrupulous  speculators  and  known 
under  the  name  of  "  drainage."  Francfe  and  Switzerland, 
as  members  of  the  Latin  Coinage  Union,  accept,  as  is 
known,  each  others  5-franc  pieces  as  legal  tender.  Some 
knowing  people  near  the  western  frontier  soon  found  out 
that  on  this  basis  a  good  business  might  be  done.  Accord- 
ing to  Swiss  banking  law,  nobody  is  obliged  to  take  notes. 
These,  so-called  "draineurs"  therefore  went  to  the  bank 
counters  in  order  to  have  the  notes  exchanged  into  coin. 
With  the  hard  cash  so  obtained  they  traveled  across  the 
boundary  into  France,  where  they  exchanged  the  5-franc 
pieces  for  French  notes.  Then  the  French  notes  were 
brought  back  to  Switzerland  and  sold  at  a  premium. 
These  notes  were  again  exchanged  for  hard  cash,  and  the 
business  repeated  itself.  This  manipulation,  however,  is 
remunerative  only  if  the  premium  exceeds  the  necessary 
expenses  plus  a  fair  profit;  that  is  to  say,  if  that  premium 
is  at  least  0.25.  If  the  rate  of  exchange  is  higher,  then  the 
profit  will  be  larger. 

This  business  practice,  however,  seems  to  have  lost 
ground  since  the  new  note  bank  commenced  its  opera- 
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tions,  as  the  importation  of  coined  silver  into  Switzerland 
amounted  (in  millions  of  francs)  to: 

1897 _ -  66.  9 

1898 _.- 76.0 

1899 no.  2 

1900 84.  I 

igoi 33.3 

1902 61.  6 

1903 25.8 

1904 41.7 

1905 -- 43-7 

1906 26. 5 

1907 27.  6 

At  a  higher  premium,  say  already  at  about  eight-tenths 
of  I  per  cent,  speculators  could  make  use  of  postal  money 
orders.  As  the  remittance  of  1,000  francs  to  Paris  costs 
5.50  francs,  and  the  credit  balance  so  obtained  could  be 
sold  for  1,008  francs,  another  small  profit  results,  which 
the  speculator  does  not  disdain.  The  loss  arising  from 
such  operations  has  to  be  borne  by  the  post-office  depart- 
ment when  the  balance  resulting  from  this  international 
business  intercourse  is  settled.  The  postal  authorities 
have  since  taken  steps  to  prevent  such  fraudulent  manip- 
ulations by  raising  the  cost  of  postal  money  orders  to 
France  for  large  amounts. 

The  same  advantage  of  the  premium  in  exchange  is 
taken  in  Roumania  and  Bulgaria;  that  is  to  say,  when  the 
premium  rises  remittances  are  directed  by  post  to  Paris, 
and  the  parties  interested  in  these  transactions  manage 
things  in  such  an  astute  way  that  the  postal  authorities, 
even  with  the  greatest  vigilance,  can  not  prevent  these 
manipulations  without  encroaching  upon  individual  rights. 

The  note  banks  established  in  the  frontier  towns  of 
Switzerland  were  affected  by  this  "drainage"  to  such  an 
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extent — since  they  were  obliged  to  fetch  back  the  silver 
from  France,  a  measure  involving  considerable  expense — 
that  some  of  them  renounced  their  right  of  issue. 

The  central  note  bank  will  be  able  to  carry  on  its  busi- 
ness with  an  amount  of  notes  smaller  than  the  aggregate 
of  the  issues  of  the  old  note  banks,  notwithstanding  the 
ever-growing  needs  of  Swiss  commerce.  For  this  purpose 
the  cheque,  transfer,  and  clearing  service  is  a  very  wel- 
come instrument,  rendering  possible  a  considerable  saving 
of  currency.  The  smaller  banks,  on  the  other  hand,  had 
a  pecuniary  interest  in  keeping  as  many  notes  in  circula- 
tion as  possible;  these  notes  then  weighed  heavily  on  the 
market,  depressing  the  private  discount  rate  and  driving 
cash  out  of  the  country,  thereby  also  exercising  an  influ- 
ence which  should  not  be  underrated  upon  the  rates  of 
exchange  and  damaging  the  whole  economic  life  of  the 
coimtry. 

The  idea  of  the  fotmdation  of  a  central  note-isstaiog  bank 
sprang  diiefly  from  the  prevailing  imsatisf actory  condition 
producing  a  continual  depreciation  of  the  currmicy.  To 
protect  the  value  of  the  currency  is  therefore  one  of  the 
principal  objects  in  the  National  Bank's  programme. 

The  National  Bank  has  covered  the  whole  country 
with  a  net  of  branches  and  agencies,  which  are  all  con- 
nected with  the  transfer  service. 

It  now  possesses  branches  in  ^sle,  Berne,  Geneva, 
Lausanne,  Lucerne,  Neuchitel,  St.  Gall,  and  Zurich,  and 
agencies  in  Aarau,  Altorf,  BelUnzona,  La  Chaux-de- 
Fonds,  Coire,  Fribourg,  Lugano,  Schwytz,  Sion,  Solo- 
thum,  and  Weinfelden.     The  turnover  of  the  transfer 
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business  from  June  20  to  December  31,  1907,  amounted 
to  5,019,000,000  francs,  and  in  the  first  nine  months  of 
1908  to  7,612,000,000  francs.  The  National  Bank  has 
moreover  taken  over  the  clearing  houses  which  existed  at 
the  commencement  of  its  operations  at  Berne  and  Zurich, 
and  has  opened  new  clearing  offices  at  Basle,  Geneva,  and 
St.  Gall.  The  aggregate  turnover  of  the  clearing  offices 
amotmted  in  1907  to  2,465,989,925  francs.  The  monetary 
intercourse  is  further  facihtated  by — 

(a)  The  facility  of  paying  in  to  any  correspondent  of 
the  National  Bank  free  of  charge  any  .sum  of  money  for 
the  credit  of  clients  having  transfer  accounts. 

(6)  The  right  conceded  to  every  transfer  client  of  having 
paid  out  to  nontransfer  clients  at  any  business  place  of 
Switzerland  any  amount  to  the  debit  of  his  transfer 
account. 

(c)  The  establishment  of  a  gratuitous  transfer  service 
between  the  transfer  clients  of  the  National  Bank  and  the 
holders  of  Swiss  postal  cheque  accounts, 

(d)  The  creation  of  a  Swiss  general  money  order,  which 
is  obtainable  from  the  National  Bank  and  its  branches  in 
unlimited  amounts,  free  of  charge,  and  which  is  payable 
at  every  branch  and  agency  of  the  National  Bank. 
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EXCERPTS  FROM  THE  FIRST  REPORT  OF  THE 
SWISS  NATIONAL  BANK  FOR  THE  PERIOD  FROM 
JUNE  20,  1907,  TO  DECEMBER  31,  1908. 

By  resolution  of  January  16,  1906,  the  Federal  Coiincil 
decreed  that  the  federal  law  of  October  6,  1905,  regard- 
ing the  Banque  Nationale  Suisse  should  enter  into  force. 
The  Federal  Department  of  Finance  was  charged  with 
the  execution  of   the  preliminary  work  of  organization. 

Under  date  of  February  9,  1906,  the  Federal  Council 
addressed  to  the  Cantons  and  to  the  banks  that  enjoyed 
the  privilege  of  bank-note  emission  in  accordance  with 
the  act  of  March  9,  1881,  regarding  the  emission  and  re- 
demption of  bank  notes,  a  circular  letter  inviting  them 
to  inform  the  Federal  Department  of  Finance  up  to 
March  25,  1906,  whether  and  to  what  extent  they  in- 
tended to  participate  in  the  formation  of  the  capital  fund 
of  the  Bank.  The  department  subsequently  informed  the 
Cantons,  under  date  of  February  12,  1906,  that  a  syndi- 
cate formed  by  a  number  of  cantonal  banks  was  ready  to 
advance  them  the  necessary  funds  at  the  first  payment 
of  50  per  cent  on  the  shares,  at  the  rate  of  4  per  cent  per 
annum  without  any  expense  or  commission  charge.  No 
Canton  was  obUged  to  avail  itself  of  this  liberal  offer. 

After  having  ascertained  on  the  basis  of  the  declara- 
tions received  that  the  60  per  cent  of  the  capital  fund,  i.  e., 
30,000,000  francs,  which  the  law  reserves  for  the  Cantons 
and  the  banks  of  issue  had  been  fully  subscribed  by  the 
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interested  parties,  the  Federal  Council  submitted  for  pub- 
lic subscription  from  June  5  to  9,  1906,  the  remaining  40 
per  cent  of  the  capital,  i.  e.,  20,000,000  francs. 

This  subscription  was  submitted  with  the  assistance  of 
194  Swiss  banking  houses  that  had  declared  their  willing- 
ness to  act  as  subscription  offices  without  any  charge  for 
commission.  In  order  to  insure  in  any  case  the  sub- 
scription of  the  capital,  the  department  of  finance  made 
arrangements  with  a  syndicate  of  13  Swiss  banks,  accord- 
ing to  which  these  banks  bound  themselves  to  take  at  the 
terms  of  the  prospectus,  without  any  indemnity  as  to 
expense  or  commission,  all  shares  which  had  not  been  dis- 
posed of  by  public  subscription  or  for  which  for  any 
reason  the  subscription  could  not  be  accepted. 

The  number  of  subscriptions  amounted  to  12,266  and 
reached  a  total  of  67,855,000  francs.  The  distribution  of 
the  available  40,000  shares  took  place  according  to  a 
schedule  which  the  department  of  finance  had  established 
for  this  purpose,  and  which  the  Federal  Council  had 
approved.  It  followed  as  much  as  possible  the  directions 
of  the  third  paragraph  of  article  7  of  the  bank  act:  "As 
regards  the  distribution  of  shares,  preference  shall  be  given 
to  the  small  investors."  After  the  distribution  had  been 
effected  the  capital  of  the  Banque  Nationale  was  dis- 
tributed according  to  the  register  of  shareholders,  among — 

Shares. 

3,438  shareholders  each  possessing i 

5,459  shareholders  each  possessing 2 

1,749  shareholders  each  possessing 3 

75  shareholders  each  possessing 4 

796  shareholders  each  possessing 5 

337  shareholders  each  possessing  from 6  to    10 

325  shareholders  each  possessing  from 11  to    25 
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Shares. 

45  shareholders  each  possessing  from 26  to    50 

8  shareholders  each  possessing  troni 51  to  100 

8  shareholders  each  possessing  from loi  to  200 

7  shareholders  each  possessing  from 201  to  300 

8  shareholders  each  possessing  from 301  to  400 

I  shareholder  possessing  more  than 400 

12,256  shareholders  (individual)  holding  a  total  of 40, 000 

23  Cantons  holding  a  total  of 38,  764 

37  banks  of  issue  holding  a  total  of 21,  236 

12,316  shareholders  holding  a  total  of 100,000 

***** 

It  was  necessary  to  secure  the  proper  localities  for  the 
Bank.  This  task  was  considerably  facilitated  by  the  fact 
that  in  four  of  the  places  for  which  the  establishment  of  a 
branch  of  the  Banque  Nationale  had  been  taken  into  con- 
sideration the  banks  of  issue  with  restricted  operations 
which  were  established  there  and  which  relinquished  their 
privilege  of  bank-note  emission  either  at  once  or  a  few 
months  after  the  opening  of  the  Bank,  ceded  their  buildings 
to  the  Banque  Nationale,  which  could  also  take  over  the 
greater  part  of  the  force  of  these  Banks. 

During  the  establishment  of  these  branches,  as  well  as 
that  of  the  first  and  third  department  of  the  general  ofi&ce 
at  Zurich,  the  Bank  has  acquired  at  B^le  the  building  of 
the  Banque  de  B41e;  at  Geneva  that  of  the  Banque  du 
Commerce  de  Gdnfeve;  at  Neuchatel  that  of  the  Bank 
Commercial  Neuch^teloise;  at  St.  Gall  that  of  the  Banque 
dje  St.  Gall;  at  Zurich  that  of  the  Banque  de  Zuerich. 

The  Federal  Department  of  Finance  stipulated  the 
amount  of  the  first  payment  at  20  per  cent  of  the  par  value 
of  the  shares;  the  law  demanded  that  this  be  made  before 
the  first  general  meeting  of  shareholders.  The  individual 
stockholders  had  to  make  this  payment  by  July  10,  the 
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Cantons  and  the  banks  of  issue  by  July  17,1 906.  The  Fed- 
eral Council  made  interest-bearing  investments  with  the 
10,000,000  francs  paid  with  a  number  of  Swiss  banking 
houses,  for  account  of  the  Banque  Nationale. 

The  second  payment  of  30  per  cent  was,  with  the  approval 
of  the  Federal  Council,  called  by  the  bank  authorities  for 
May  21,  1907. 

Up  to  the  close  of  1908  the  governments  of  10  Cantons 
had  made  use  of  the  privilege  conferred  by  article  4,  para- 
graphs 3  and  4,  of  the  act  upon  the  Cantons  which  had 
no  branch,  by  demanding  that  an  agency  be  established 
in  their  territory  and  that  this  agency  be  intrusted  to  their 
cantonal  bank.  During  1908  the  following  agencies  have 
been  opened: 

On  May  i,  the  agency  at  Aarau,  at  the  Banque  d'Argovid. 

On  May  4,  the  agency  at  Fribourg,  at  the  Banque  de  I'Etat  de  Fribourg. 

On  May  14,  the  agency  at  Coire,  at  the  Graubuendner  Kantonalbank. 

On  May  25,  the  agency  at  Soleure,  at  the  Solothumer  Kantonalbank. 

On  June  5,  the  ageicy  at  Weinfelden,  at  the  Thurgauische  Kantonal- 
bank. 

On  September  5,  the  agency  at  Altdorf,  at  the  Erspamiskasse  des  Kan- 
tons  Ur. 

On  September  10,  the  agency  at  Schwyz,  at  the  Kantonalbank  Schwyz. 

On  September  16,  the  agency  at  Bellinzone,  at  the  Banca  Cantonale 
Ticinese. 

On  September  21,  the  agency  at  Lugano,  at  the  Banca  della  Svizzera 
Italiana. 

On  November  3,  the  agency  at  Sion,  at  the  Caisse  Hypoth^caire  et 
d'Epargne  du  Canton  du  Valais.      ' 

The  opening  of  an  agency  at  Herisau,  which  will  be 

confided  to  the  Appenzell  Ausserrhodische  Kantonalbank, 

will  probably  take  place  in  March,  1909. 

***** 

The  brilliant  business  period  which  began  throughout 

the  world  in  1904  and  which  reached  its  culmination  in 

the  course  of  1906,  was  nearing  its  end  at  the  time  the 
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Banque  Nationale  Suisse  opened.  In  consequence  of  the 
increase  in  price  of  all  raw  material  and  of  manual 
labor,  as  well  as  in  the  money  rate,  a  decrease  in  con- 
sumption had  succeeded  the  feverish  activity  of  com- 
merce and  industry  and  had  caused  a  general  slackening 
of  business.  The  first  task  of  our  central  establishment 
consisted -of  ameliorating  the  disagreeable  consequences 
of  this  critical  period  in  Switzerland  and  to  prevent  it 
from  developing  into  a  more  serious  crisis.  The  bank 
authorities  considered  as  the  most  efficient  means  the 
creation  of  a  very  strong  metal  reserve,  which  alone 
would  permit  the  obtaining  of  a  larger  elasticity  of  cir- 
culation. The  calm  observed  in  Switzerland  during  the 
stormy  period  from  October  to  December,  1907,  has  been 
the  outcome  of  this  measure. 

For  the  year  1908  a  general  business  depression  was 
making  itself  felt  which  was  aggravated  by  serious 
political  comphcations.  Almost  all  Swiss  industries  suf- 
fered from  this  state  of  affairs  and  if  at  present  one  has 
the  impression  that  the  situation  has  somewhat  improved 
this  has  been  less  due  to  actual  results  than  to  the  hope 
which  begins  to  be  revived.  The  fact  that  our  industries 
which  have  been  strengthened  by  the  favorable  period 
which  has  preceded  these  critical  times,  could  live  through 
it  without  great  injury,  must  be  a  sotuce  of  joy  to  us, 
because  it  proves  that  our  commercial  enterprises  did 
not  permit  themselves  to  be  carried  beyond  the  limits  of 
a  normal  optimism  and  that  most  of  them  knew  how  to 
adopt  a  degree  of  prudent  moderation.  It  must  be  added 
that  in  spite  of  the  economic  depression,  the  agricultural 
revenues  have  been  generally  satisfactory,  thanks  to  the 
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food  crops;  this  has  contributed  toward  ameUorating  the 
severity  of  the  industrial  crisis 

During  this  period  the  Bank  has  demanded  the  follow- 
ing rates  for  discount  and  for  loans  against  securities : 


Rate  of 
discount. 

Rate  of 

loans 

against 

securities. 

From  June  20  to  August  i4t  1907,  during  56  days. 

Per  cent. 
4H 
S 

s'yi 
s 
aH 

A 

Per  cent. 
5 

From  August  15  to  November  6,  1907,  during  84  days 

From  November  7  to  January  15,  1908,  during  70  day?- 

6 

sH 

From  January  23  to  February  19,  1908,  during  28  days 

From  February  20  to  March  i8,  1908,  during  28  days 

From  March  19  to  December  31,  1908,  during  288  days 

5 

A'A 

4 

The  average  discount  rate  in  Switzerland  for  the  year 
1908  amounted  to  3.73  per  cent  against  4.93  per  cent  in 
1907.  The  years  1887-1889  and  1892-1895  are  the  only 
ones  dvu-ing  a  period  of  twenty  •years  which  show  a 
lesser  average  than  that  of  1908. 

The  Bank  has  always  tried  to  let  the  country  enjoy 
rates  of  discount  as  low  as  the  general  interest,  our  foreign 
trade  balance,  the  international  money  market,  and  the 
rates  of  exchange  would  permit. 

The  following  are  the  official  averages  for  the  years 
1907  and  1908  in — 


X908. 


France 

Fngland- . 
Germany- 
Belgium. . 
Holland.. 
Austria — 
Italy 


Per  cent. 

Per  cent. 

3.46 

3- 04 

4.92 

3- 00 

6.03 

A- IS 

4.94 

3-55 

5- 10 

3.38 

4-89 

4.24 

S07 

S03 

Average  of  the  7  foreign  countries. 


3.85 
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The  official  rate  of  discount  in  Switzerland  for  1907  has 
therefore  been  0.02  per  cent  above  the  average;  in  1908, 
0.12  per  cent  below  the  average  of  the  rates  of  the  above- 
mentioned  foreign  countries.  During  the  years  from 
1904  to  1906  the  Swiss  discount  rates  had  been  on  an 
average  one-half  of  i  per  cent  above  foreign  rates. 

The  average  of  the  rate  of  discount  in  foreign  countries 
in  1907  has  been:  In  France  4  per  cent,  in  England  7  per 
cent,  in  Germany  7^  per  cent,  in  Belgium  6  per  cent,  in 
Holland  5  per  cent,  in  Austria  6  per  cent,  and  in  Italy 
5>^  per  cent.  These  rates  represent  an  average  of  5.86 
per  cent,  while  the  highest  rate  demanded  in  Switzerland 
was  5)4  per  cent. 

The  average  bid  rates  for  foreign  exchange  in  Switzer- 
land have  been — 


For  France 

KQglAnd  _--- 

Germany 

Belgium ^ 

Holland 

Austria 

Italy 


Rate. 


100. 13 

»S.  22M 
123. 06K 

99.86X 
ao8.  4S 
J64.S8K 
100. 12H 


Above 

(+)or 

Iselow 

( — )  par. 


Per  cent, 
+  1.300 
+  .  140 
-3.  J9S 
-1. 375 
+  .627 
-4.047 
+  1.  250 


190S. 


Rate. 


100. 67 K 
2S.I5K 

i23.o6?;( 
99.82>^ 

208.  08K 

X04.  72 

100.  04K 


Above 

( +)■  or 

below 

( -)  par. 


Per  cent. 
+0.77S 
-2.736 
-3-iSS 
-I.7SO 

—  1. 112 

—  2.761 
+   .425 


The  rate  of  exchange  offered  by  foreign  countries  on 
Switzerland  has  therefore  exceeded  par  in  1907  by  three- 
fourths  of  I  per  cent,  in  1908  by   i}i  per  cent.     The 
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average  of  the  years  1904  to  1906  has  been  0.721,  i.  e., 
about  three-fourths  of  i  per  cent  above  par. 

In  1908  Switzerland  has  benefited  by  a  particularly 
advantageous  rate  of  exchange  on  foreign  countries 
which  was  even  more  favorable  in  view  of  the  fact  that 
commercial  statistics  indicate  a  volume  of  imports  ex- 
ceeding by  549,000,000  francs  the  volume  of  exports. 

In  accordance  with  the  temporary  ordinances  of  the 
bank  act,  the  notes  of  the  old  banks  of  issue  must  be 
recalled  within  at  most  a  period  of  three  year§  from  thje 
date  upon  which  the  Bank  commenced  its  operations. 
The  banks  were  required  to  deliver  at  the  close  of  each 
trimester,  in  bank  notes  to  be  destroyed,  at  least  one- 
twelfth  of  the  nominal  amount  of  their  actual  issue  on 
the  day  of  the  opening  of  the  Banque  Nationale;  in  case 
of  insufficiency  of  bank  notes  the  amotmt  must  be  com- 
pleted in  specie.  As  the  Bank  opened  its  doors  on  June 
20,  1907,  the  withdrawal  of  the  first  six-twelfths  took 
place  on  September  20  and  December  20,  1907,  and  on 
March  20,  June  20,  September  20,  and  December  20, 
1908. 

As  a  certain  number  of  banks  relinquished' their  privi- 
leges of  note  emission  prior  to  the  time  fixed  by  law,  the 
circulation  of  the  bank  notes  of  the  banks  of  issue  dimin- 
ished much  quicker  than  the  law  had  provided  for,  and 
the  circulation  of  the  notes  of  the  Banque  Nationale  has 
increased  in  the  same  proportion. 
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Chronological  tables  of  the  banks  which  renounced  theii 
privilege  of  emission  were — 


Name. 

Date  of  renun- 
ciation. 

Issue  author- 
ized on  Dec. 
31,  1906. 

Actual  issue 
according  to 
'  last  state- 
ment pub- 
lished before 
day  of  re- 
nunciation. 

June    20,1907 

do- 

Francs. 

24,000,000 

24,000,000 

5,000,000 

3,000,000 

S, 000, 000 

2. 250,000 

18.000,000 

i, 000, 000 

3, 500.000 

i.,  000,000 

X, 000, 000 

FroTics. 

Aug.       x,i907 
do 

Sept.    20,1907 
do 

B  anca  della  Svizzera  Italiana 

Banque  Commerciale  Neuchateloise 

Credito  Ticinese.                           -  .  -   .  _ 

2,878,400 
8,000,000 

2, 250, 000 

Dec.     20,1907 
Dec.     31,1907 
Jan.        2, Z90S 
Jan.     31, 1908 
Sept.    17,1908 

Toggenburger  Bank 

800,000 

RAiilr  iti  $^chaffllausen                        

2, 900, 000 

Thurgauische  Hypothekenbank 

750,000 

Total 

91.  750,000 

86, 998,  400 

The  banks  mentioned  have  remitted  to  the  Banque 
Rationale  the  security  for  the  amount  of  their  circulation 
at  the  date  of  renunciation;  that  is,  the  40  per  cent  (legal 
minimum)  in  legal  tender,  the  balance  in  specie,  in  bills 
of  exchange,  or  securities.  The  Bank  has  in  return 
pledged  itself  to  redeem  their  notes  which  figure  in  its 
statements  and  in  its  balance  sheets  equally  with  its  own 
circulating  notes. 

On  the  morning  of  the  opening  (Jtme  20,  1907)  the  cir- 
culation of  the  Banque  Nationale  amounted  to  44,169,750 
francs. 
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It  increased  as  follows: 

Average:  Francs. 

I907_._-. 88,866,000 

igo8 145,  870,000 

Maximum: 

1907  (December  3 1) 159,220,050 

1908  (December  31) , 204,055,550 

Minimum : 

1907  (June  25) 46,997,450 

1908  (February  26) 119. 553;  400 

On  the  date  of  the  statements  published  the  average 
proportion  of  the  various  denominations  compared  to  the 
total  circulation  was : 


Bank  notes  of — 
1,000  francs 
500  francs. - 
100  francs.. 
50  francs 


1 90S. 


Per  cent. 

Per  cent. 

4-2S 

4.  22 

5-73 

S-40 

54.  87, 

52-70 

35- 15 

37.68 

The  following  tables  illustrate  the  total  circulation  of 
bank  notes  in  Switzerland,  and  the  comparative  position 
of  the  Banque  Nationale  and  the  banks  of  issue  according 
to  the  statements  published  on  June  15  and  30,  1907, 
December  31,  1907,  June  30,  1908,  and  December  31,  1908: 


Note  circula- 
tion of  the 
Banque  Na- 
tionale Suisse. 


Actual  note 

circulation  of 

Swiss  banks 

of  issue. 


Total  circula- 
tion of  S\rit- 
zerland. 


June  IS,  1907 

June  30,  1907 

December  31,  1907- 

June  30,  1908 

December  31,  1908. 


Francs. 


Sr.646.ss0 
159, 220,050 
146,378,450 
304,oss,SSO 


Francs. 

235.144,050 

190,041,400 

129, 010,  750 

99, 640,  300 

73.654.350 


Francs, 
235.144.050 
247,687,950 
288, 230,800 
245.918,750 
277, 709,900 
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The  proportion  of  the  notes  of  the  Banque  Nationale 
compared  to  the  total  circulation  of  Switzerland  was : 

Per  cent. 

June  30,  1907 23.  27 

December  31,  1907 55.  24 

June  30,  1908 59-48 

December  31,  1908 73-48 

The  cash  holdings  serving  as  metal  security,  in  accord- 
ance with  the  bank  act  (legal  tender,  gold  in  bullion,  and 
foreign  coins),  amoxmted  to: 

Average:  Francs. 

1907 58,  420,  000 

1908 106, 419, 000 

Maximum : 

1907  (December  27) 82,  731,  720 

1908  (November  ig) 128,034,717 

Minimum: 

1907  (June  20) 33.355.385 

1908  (January  3) 81,  827,  241 


1908. 


Average  circulation  of  notes - 
Average  metal  security 


Circulation  not  secured  by  legal  tender. . 


Proportion  of  metal  security: 

Average 

Maximum 

Minimum 


Francs. 
88, 866, 000 
58, 420, 000 


Frai}cs. 
145,870,000 
Z06, 4x9, ooo 


30, 446, 000 


39.451.000 


Per  cent. 
65.74 
80.69 
S109 


Per  cent. 

72.95 
91.45 
SI. 97 


The  receipts  of  the  bank  from  June  20,  1907,  to  Decem- 
ber 31,  1908,  are  sxmimari^ed  as  follows: 
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Francs. 

Discount 3,536,744.84 

Interest  on  loan^against  security 117, 477.  36 

Interest  on  security  holdings 428,  208.  93 

Interest  paid  by  correspondents .'      527,  766.  27 

Profit  on  own  securities  held 68,  298. 40 

Commissions,  charges  for  safekeeping,  and  other  income 93,  753.40 

Income  on  real  estate 209,  865.  85 


Total _-  4,982,  115.05 

I,ess  debit  interest 472,959.  27 

Gross  profits I 4.509,  155.78 

Deduct  from  gross  profits:  Francs. 

Administration  charges 2,067,500.  79 

Expense  on  import  of  specie 162,  397. 45 

Amortization  on: 

Expense  of  organization  to       Francs. 

be  written  off 226,059.84 

Furniture 29, 388. 03 

Securities 6,689.60 

262,137.47 

2,492,035.71 


Net  profits 2,017,  120.07 

Less  10  per  cent  to  be  paid  into  the  reserve  fund  in  accord- 
ance with  the  provisions  of  the  bink  act 201,  712.  00 

Leaves  at  the  disposal  of  the  general  meeting 1,815,408.07 

Distribution  of  dividend  of  18  francs  per  share,  which  repre- 
sents an  income  of  2^  P^f  cent  for  the  period  comprised 
between  the  date  of  the  payments  made  and  that  of  June 
20,  1907,  the  day  of  the  opening  of  the  Bank,  and  of  4  per 
cent  from  June  20,  1907,  to  December  31,  1908 1,800,000.00 

Balance  remaining  'at  the  disposal  of  the  Federal 
Treasury  according  to  the  ordinances  of  the  bank 
act 15,408.07 

The  amount  of  indemnity  to  be  paid  to  the  cantons  for 
the  first  period  past  amomited  to  2,441,267.05  francs. 

The  net  profit  realized  does  not,  therefore,  permit  the 
Bank  to  pay  this  amount  to  the  Federal  Treasury. 

When  considering  this  result  one  must  remember  the 
unfavorable  trend  of  commerce  and  industry  during  the 
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year  1908.  One  must  also  take  into  consideration  the  fact 
that  during  the  transitory  period  in  question  the  circula- 
tion  of  the  notes  of  the  old  banks  of  issue  still  amounted 
to  an  average  of  12,1600,000  francs,  thus  competing  with 
the  notes  of  the  Banque  Nationale.  Article  29  of  the  bank 
act  stipulates,  particularly  with  a  view  to  this  transitory 
period,  that  should  during  a  period  the  profit  realized  by 
the  Banque  Nationale  be  insufficient  to  cover  the  indebted- 
ness to  the  cantons,  the  Federal  Treasury  will  advance  the 
amotmts  necessary.  These  loans  will  be  refunded  to  the 
Confederation  with  interest  at  3^^  per  cent  per  annum  as 
soon  as  the  net  profits  of  the  Bank  shall  permit  it. 

From  the  present  results  we  may  hope  that  a  greater 
profit  will  be  realized  in  future.  The  regular  payment  of 
the  maximum  dividend  of  4  per  cent  is  assured.  The 
Bank  will  also  be  in  better  position  to  furnish  the  indem- 
nity to  be  paid  to  the  cantons  and  to  refund  the  loans 
made  by  the  Federal  Treasury  after  it  will  have  the  exclu- 
sive control  of  the  issue  of  notes  and  after  the  economic 
situation  will  have  improved. 
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Balance  sheet  of  December  31,  igo8. 

ASSETS. 

Francs 
Capital  not  paid  in 25, 000, 000.  00 

Cash:  Francs. 

Gold  coins  of  the  Latin  Union 91, 065,  685. 00 

Gold  in  bullion 24, 537,  223.  70 

Foreign  gold  coins 1,878,  194.90 

Dollars  (silver) 7,  227,  050.  00 

Odd  coins 303,  613.59 

Swiss  bank  notes 2,  823, 000.  00 

Foreign  bank  notes 365,  242.  25 

Other  cash  items 21,434-33 

128,221,443.77 

Bills  discounted: 

Swiss  bills 63,  746,  299.  31 

Foreign  bills 44,  680,  729.  85 

108,427,029.16 

Bills  for  collection 450,  853.05 

Due  from  correspondents 8,  182,  188.48 

Sundry  debts 458,  134.  88 

Loans  upon  collateral 10,445,  i^°-  5° 

Government  securities 6,  171,  307.  55 

Coupons 131,847.40 

Bank  buildings 4, 465, 037. 40 

Furniture 362, 000.  00 

Interest  in  arrears: 

(a)  Loans 4.397-95 

(6)  Government  bonds 26,923.65 

(c)  Buildings  of  the  Bank ._  17.15 

Expenses  of  organization 527,  000.00 

Total 292,873,360.94 

LIABILITIES. 

Francs. 

Capital 50, 000, 000. 00 

Notes  in  circulation 204,055,550.  00 

Demand  deposits 21,  131,622.  13 

Federal     administration     and     deposit 

accounts — 13,  898,  848.66 

Sundry  creditors 773.643-91 

Drafts  in  circulation 694,557.  67 

Rediscounts 302,018.50 

Net  profits 2,017, 120.07 

Total --.   292,873,360.94 

263 


Appendix  VI. 
ADDRESS  OF  M.  R.  COMTESSE, 

Federal  Councilor,  Head  of  Federal  Department  of  Finance. 

At  the  first  meeting  of  the  stockholders  of  the  Swiss 
National  Bank  on  August  23,  1906,  M.  R.  Comtesse  said: 

Gentlemen:  I  feel  sure  that  no  one  will  contradict  me 
when  I  assert  that  wonderful  results  have  been  achieved 
in  our  country  by  the  law  which  decreed  that  a  bank  of 
issue  be  established  under  the  name  of  Banque  Nationale 
Suisse,  and  that  the  day  on  which  the  first  general  meeting 
of  shareholders  is  held  in  order  for  the  first  time  to  avail 
themselves  of  the  authority  which  the  law  conveys  to 
them,  marks  an  important  epoch  in  our  financial  and 
economic  life. 

This  result  had  been  long  desired  and  expected  by  all 
those  who  were  justly  of  the  opinion  that  the  system  of 
various  banks  of  issue,  although  amicable  relations  existed 
between  them,  and  in  spite  of  the  commendable  efforts 
which  they  made  to  regulate  our  circulation,  could  not 
respond  any  more  to  the  growing  commercial  require- 
ments and  were  not  able  to  accord  us  sufficient  guarantee 
for  a  satisfactory  paper  circulation  and  for  the  sectu-ity  of 
our  credit. 

Experience  had  taught  this  elsewhere.  The  necessity 
for  unification  in  this  field  of  paper  circulation  and  in  the 
methods  of  circulation  had  made  itself  felt  elsewhere;  it 
was  bound  to  make  itself  felt  with  us.  All  of  the  States 
which  surround  us  have  successively  gravitated  toward 
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centralization  in  the  emission  of  bank  notes.  It  is  this 
tendency  which  has  led  to  the  creation  of  the  Bank  of 
France,  which  has  given  a  new  direction  to  the  paper  cir- 
culation of  England,  which  has  in  Belgium  replaced  the 
Socidtd  G€a4Tale  and  the  Banque  de  Belgium  with  the 
Banque  Nationale,  which  has  extended  for  another  period 
the  privilege  of  the  Banque  de  HoUande,  which  prompted 
the  rulings  of  the  Austrian  law  and  put  an  end  in  Germany 
to  the  segregation  of  the  States  as  far  as  the  banks  of  issue 
and  their  competition  among  each  other  were  concerned; 
it  is  this  tendency  which  has  also  caused  the  American 
banks  to  enter  upon  a  new  period  of  uniformity  and  con- 
servatism regarding  the  issue  of  paper  money. 

We  are,  therefore,  conforming  ourselves  to  an  experience 
which  has  been  made  in  other  countries,  where  it  has  been 
recognized  for  a  long  time  that  uniformity  and  security 
of  circulation  could  only  be  assured  by  intrusting  to  one 
single  financial  institution  authority  to  circulate  paper, 
and  to  regulate  this  circulation  according  to  the  require- 
ments of  the  national  market. 

The  circulation  of  bank  notes  must  be  governed  by  the 
demands  of  commerce  and  the  exchanges ;  bank  notes  are 
the  medium  of  the  exchanges  and  markets.  If  the  mar- 
kets decrease,  the  circulation  of  the  mediums  of  exchange 
must  also  be  reduced ;  when  they  multiply,  this  circulation 
must  be  increased  in  consequence. 

The  circulation  is  limited  by  the  demand,  and  these 
limits  should  not  be  exceeded.  The  paper  circulation 
must  always  have  the  precious  metal  as  a  solid  and  stable 
basis,  and  it  must  expand  and  contract  in  the  same  meas- 
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ure  as  does  the  metal  circulation.  The  bank  note  can  only 
serve  as  an  auxiliary,  always  attached  to  the  principal  me- 
dium— ^the  metal.  Therefore  it  is  not  possible  that  a  num- 
ber of  banks  that  are  often  competitors  that  obey  various 
impulses,  that  have  no  other  aim  but  their  own  interest, 
and  that  operate  within  their  limited  sphere  of  action, 
could  regulate  the  increase  and  contraction  of  paper  cir- 
culation in  accordance  with  the  requirements  of  the  coim- 
try  and  the  condition  of  the  metal  circulation.  Only  a 
central  bank  with  branches  and  with  agencies  covering 
the  territory  should  be  endowed  with  the  power  necessary 
in  order  always  to  be  able  to  ascertain  and  to  judiciously 
estimate  the  requirements  of  the  market,  to  watch  and 
regulate  the  circulation,  and  to  build  up  at  the  same  time 
a  reserve  sufficient  to  meet  all  emergencies. 

It  must  therefore  act  as  a  highest  and  disinterested 
arbiter,  opening  or  closing  the  valve  in  order  to  regulate 
the  flow  of  circulation  in  accordance  with  the  level  of 
requirement,  so  that  at  certain  times  there  will  not  occur 
a  superabundance  of  paper  and  at  others  a  stringency. 
The  interest  of  the  country  must  always  be  the  first  incen- 
tive for  its  determinations,  and  it  must  never  forget  that 
the  monopoly  which  has  been  granted  it  has  not  been  con- 
ferred for  the  purpose  of  realizing  big  profits,  but  above  all 
for  the  purpose  of  letting  the  pubUc  profit  by  the  estab- 
lishment of  the  Bank,  of  letting  it  enjoy  the  benefit  of  an 
efficient  paper  circulation,  and  of  everything  that  may 
favor  the  development  of  commercial  discount. 

The  establishment  of  the  discount  rate  follows  closely 
upon  the  question  of  paper  circulation — ^that  is,  upon  the 
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privilege  of  issue  with  which  the  Bank  is  invested.  It 
goes  without  saying' that  the  Bank  must  try  to  provide 
commerce  with  a  discount  rate  as  stable  and  as  favorable 
as  possible,  having  its  attention  always  fixed  upon  the 
general  monetary  situation,  on  the  situation  of  the 
exchanges,  on  business  activity,  on  the  general  tendency 
of  affairs,  on  all  the  exterior  or  interior  economic  condi- 
tions which  decide  either  the  extension  or  contraction  of 
demand.  But  it  must  never  forget  that  the  only  way  to 
check  any  possible  abuses  of  paper  or  credit  circulation 
will  be  found  in  the  discount  rate  and  that  the  increase  of 
the  rate  of  discount  is  the  most  efficient  means  of  protect- 
ing the  metal  reserve,  of  preventing  currency  from  leaving 
the  country,  and  also  of  preventing  an  exaggerated 
extension  of  credit  and  imprudent  speculation.  In  this 
way  the  Bank  will  be  able  to  maintain  the  stability  of  its 
credit  and  of  that  of  the  country,  and  to  prevent  and  to 
ameliorate  the  crises  to  which  we  may  be  exposed. 

May  the  Banque  Nationale  thus  understand  its  task. 
May  it  always  handle  judiciously  the  mighty  mechanism 
which  it  will  control  through  the  bank  note  and  discount, 
and  whose  power  must  grow  with  the  years.  It  will  then 
render  to  our  peoples  on  the  field  of  commerce  and  finance 
constantly  increasing  services,  and  it  will  soon  win  in  the 
country  a  place  beyond  all  expectation,  a  confidence 
which  can  not  be  destroyed  and  which  will  permit  the  Bank 
to  exercise  a  great  and  beneficent  influence  ofl  the  trend 
of  affairs.  Then  in  a  few  years  even  those  whose  ideas  as 
to  the  organization  of  the  Bank  differed  from  otu-s  will 
have  to  acknowledge  that  a  Bank  established  upon  any 
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other  basis  could  not  have  accompUshed  the  great  variety 
of  service  and  amount  of  activity  that  the  institution  does 
which  has  been  at  last  gilven  to  the  country. 

Upon  ail  of  us  now  rests  the  duty  to  assist  in  making 
this  institution  an  all-powerful  one,  in  securing  for  it  the 
respect  of  the  country,  so  that  it  niay  be  enabled  to  ren- 
der it  the  most  efficient  seryice  in  the  interest  of  pros- 
perity. We  ask  the  cantons  to  form  a  stronghold  around 
it,  for  then  they  will  share  in  its  profits  and  will  find  the 
Bank  a  valuable  factor  for  their  budget,  and  one  whose 
value  will  surely  increase  with  the  years.  We  ask  of  our 
people  to  give  it  their  confidence,  secure  in  the  knowledge 
that  stich  a  force,  well  directed,  will  have  upon  the  for- 
tunes, the  credit,  the  future  of  our  country,  a  tremendous 
influence,  and  that  with  its  resources,  with  its  metal  re- 
serve, with  its  entire  organization,  it  represents  the  most 
powerful  bulwark  for  our  credit,  the  security  of  our  people, 
and  the  resources  of  our  country  in  times  of  a  crisis  and 
danger. 

In  conclusion- let  me  give  expression  to  the  hope  that 
the  men  who  will  be  called  upon  to  administer  its  affairs 
may  always,  as  regards  their  intelligence,  their  special 
aptitude,  their  watchfulness,  and  their  patriotism,  be 
fully  Worthy  of  the  delicate  mission  intrusted  to  them. 
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